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Avastra Ltd

Chairman’s Letter
36 June 2006

Dear Shareholder,

The FY006 fiscal year has been one of great transition for Avastra. The Company abandoned its clinical
trial in Sepiember last year following recommendation from an independent expert panel review. The
corollary of the panel’s decision meant that many more years of research and development would be
required for the BioWeld® technology to reach commercialisation.

This outcome set in motion a number of changes that were necessary to minimise the Company's
operational expenses and included the redundancy of many research staff. Separately, the former
Managing Director resigned, and the Board was reconstituted. What also followed was a great deal of
introspection and review of the Company’s operations and strategies going forward.

The Board took the view that whilst the Company achieved Proof of Concept with the BioWeld®
technology and we obtained some encouraging results, they were not significant enough to encourage
directors to pursue the technology to a commercial outcome.

Your Board was cognisant that the Company’s share price, market capitalisation and cash reserves were at
low ebb, and immediately took steps to find an alternative strategy to boost its market capitalisation and
prospects. With that in mind, the Company enlisted the help of Corporate Advisors Stanmore Capital
Partners/Monigomery Pacific Group. Stanmore Capital and Montgomery Pacific are boutique investnwent
banking firms that specialises in assisting Australian public life sciences companies with funding and
strategies to increase shareholder wealth and sustain growth. Two of the principals of Stanmore Capital,
Messrs Roger Greene and Michae] Dalsin, were also appointed to the Board in October 2005.

The Advisors identified at least three industries within the life sciences sector that offered Avastra the
pofential to acquire some cash flow and alleviate the Company’s funding pressures. In their analysis, the
advisors presented to the Board that sleep diagnostic market in North America represented the best
alternative, and has since then developed detailed strategies and business plans on how best for Avastra to
achieve becoming a national market leader in this industry.

Since the appointment of Montgomery Pacific/Stanmore Capital in October, we have seen the share price
rise from a low of 12.5 cents a year ago to 28 cents at the time of writing. The Board and | have been
committed to re-establishing shareholder value in this company, and we will continue to pursue profitable
business making opportunities within the current corporate direction.

An encouraging sign that the Company is heading down the right path was evident when Shareholders
overwhelmingly approved this change in nature of the Company at an Extraordinary General Meeting
(EGM) on 29 August. It js therefore with great excifement and anticipation that Avastra can now move
forward on these plans. Most importantly, we thank our Shareholders for being patient during this difficult
and sometimes frustrating transition period and we are confident that we can report much more positive
results next year.

Yours faithfully,

Grey Fagan
Chairman
15" September 2006




Avastra Ltd
Directors' Report

For the year ended 30 June 2006

In accordance with the Corporations Act 2001, the Directors of Avastra Ltd {“the Company™) submit their

report together with the accounts for the Company for the year ended 30 June 2006.

Company Officers’ Qualification and Experience

The names and details of the Company’s officers, in office during or since the end of the financial year

are:
Name

Mr Gregory Fagan
BEc, Dip Fin
Planning,

CFP, ASIA
(Chairman)

Mr Roger Greene
AB Econs, Harvard
College, magna cum
laude, phi beta
kappa; JO Harvard
Law School, cum
laude

{Non Executive
Director}

Appointed 28
October 2005

Mr Guy Aird
Dip Val RMIT
ASIA

{Non Executive
Director)

Appointed 15
December 2005

Mr Michael
Dalsin

BSc Mathematical
Economics

(Non Executive
Director)

Appointed 28
October 2005

Qualifications, experience and special responsibilities

Mr. Fagan is a non-executive director. He is an economics graduate from La
Trobe University and has a diploma in Applied inance and Investment. He has
been involved in the investment industry for more than 16 years and specialises
in investment and taxation advice for high net worth individuals. Mr Fagan is
the Managing Director of FMD Financial Pty Ltd (superannuation firancial
services advisory group). He has previous experience in the Funds Management
industry. Other current directorships: Independent Non-Executive Director of
St. Andrews Finance Limited.

Mr. Greene worked with the various funds in the Robert M. Bass Group in
Texas as a principal and as general counsel. He participated in a number of their
opportunity funds, including Brazos Fund, which purchased $2 billion in assets
in the US and Canada, and Lone Star Fund, which has acquired and managed
several billions of dollars in assets in North Amenca, Asia and Europe. For
Brazos, Mr. Greene was regponsible for negotiations on a $300 million purchase
of assets from a thrift in Canada, an acquisition of assets of over $100 million
that resulted from the merger of two insurance companies, and the securitization
of hundreds of millions of dollars of mortgage loans. Other current
directorships: Independent Non-Executive Director of Resonance Health
Limited.

Mr Aird is a non-executive director and brings to Avastra expertise in corporate
finance. He has been in the investment industry for over 20 years mainly
invaltving equity advisory roles with various private client stockbroking firms.
He is a partner in a Melbourne boutique firm Domain Capital who specialise in
Corporate Advisory & Equity Capital Market operations. Other current
directorships: Independent Non-Executive Director of Resonance Health
Limited.

Mr. Dalsin has worked in international investment banking and deal-making for
investments by Morgan Stanley Managing Director’s funds in London, Hong
Kong and New York. He was as a lead banker and negotiator for small and
medium market (3US15M to $USS0M) international acquisitions for both
American and English companies. He participated as a key sales person in
institutional fundraising for a number of international (micro-capitalization)
companies with placements of $US5M to SUS10M. He has experience in
securing cash flow debt and term debt for small to medium companies and has
practice in high yield and convertible debt for the purposes of acquisition. Other
current directorships: Independent Non-Executive Director of Resonapce
Health Limited.




Avastra Ltd

Directors' Report {(continued)
For the year ended 30 June 2006

Dr George
Steinfels Ph.D
Pharmacology,
MBA, Management
& Finance,
Wharton School of
Business
{Non-Exec
Director)}

Appointed 13 April
2006

Mr Paul Ralph
BA

{Managing
Director}

Resigned 16 Dec
2005

Mr Alan
Thompson

BSc
(Non-Executive
Director}

Resigned 4 April
2006

Miss Eva Liu
BBus. Banking &
Finance
{Company
Secretary)

Principal Activities

Dr Steinfels has over 25 years experience in the pharmaceutical industry and is
currently the Chief Business Officer and Senior Vice President Clinical
Development at Rexahn Pharmaceuticals, inc. He has extensive operational
experience in multinational companies that included development of strategic
plans to rapidly grow business units through acquisition of existing providers in
the targeted services. He further has experience in managing a US$12 million
research budget with 45 research scientists, and developed preclinical and
clinical development strategies for over 50 new chemical entities and products in
therapeutic areas that include sleep disorders, neurodegenerative disorders,
anxiety/depression, schizophrenia and pain.

Mr Ralph has more than 22 years experience in financial markets. He previously
worked as a corporate advisor principally in the biotechnology sector. He has a
Degree in Pure and Applied Mathematics (Uni. Of Sydney), is the Chairman of
Diakyne Pty Ltd (bioscience/diagnostics) and Executive Director of Colorado
Investments Pty Ltd {corporate advisory). Mr Ralph founded Avastra Ltd in
September 2000 1o commercialise the BioWeld™ technology.

Mr Thompson has more than 30 years experience in the pharmaceutical industry.
Most recently (1999-2003), as Worldwide Vice President at Johnson &
Johnson’s Head Office in the USA, he was responsible for the commercial
evaluation of product potential and the direction of business strategy as well as a
member of the Board of Ortho-McNeil Pharmaceuticals. Previously accountable
for businesses in Asia-Pacific (1991-1993 & 1997-1998), Mr Thompson was
Managing Director of Sandoz Pharma in Australia and New Zealand (1993-
1997).

Miss Liu is the Company Secretary. She has a strong background in banking
and finance, and has worked as a Commercial Officer for the British Trade and
Cultural Office in Taipei. Miss Liu has extensive journalistic experience,

The Board discontinued the clinical trial of its BioWeld® Tube following the recommendations of an
independent expert panel in September 2005. The principal activity of the Company during the balance of
the financial year was researching opportunities in the medical services and medical device business that
resulted in a proposal to enter inio the sleep dysfunction market in Norih America. Shareholders
overwhelmingly approved this proposal at an extraordinary general meeting on 29 August 2006.

Operating Results

The net operating loss for the year after providing for income tax was $3,000,218 (2005: Loss of
$1,559,819). Given the change in the nature of the company’s business outlined above the company wrote
off its investment in licences and patents amounting to $680,004 and recorded an impairment write down
on its remaining fixed assets of $54,334,




Avastra Ltd

Directors' Report (continued)
For the year ended 30 June 2006

Dividends

The directors of the Company recommend that no dividend be paid in respect of the year ended 30 June
2006 (2005: nil).

Significant Changes in the State of Affairs

As outlined under principal activities above, the company discontinued the BioWeld® business in
September 2005 following difficulties in a clinical trial. The company with the support of its shareholders
in an extraordinary general meeting on 29 August 2006 is repositioned to enter the sleep dysfunction
market in North America.

There were no other significant changes in the state of affairs during the year.

Matters Subsequent to the End of the Financial Year

Sharcholders, at the extraordinary general meeting on 29 August 2006 the shareholders, passed a
resolution to move the business into the sleep diagnostic centre business.

To enable the company to fund the acquisition of businesses in this market the shareholders approved the
issue of a further 12 million shares of $0.20 each and 2,500,000 shares to the New Millennium Fund Pty
Ltd, a pooled development fund associated with certain directors of the company.

Other than as outlined above there was no matter or circumstance since 30 June 2006 that has
significantly affected, or may significantly affect the entity’s operations in future financial years, the
results of those operations in future financial years, or the entity’s state of affairs in future financial years.
Likely developments and expected resualts of operations

Information on likely developments in the entity’s operations and the expected results of operations, other
than outlined above, have not been included in this report because the directors believe it would be likely
to result in unreasonable prejadice to the company.

Environmental regulation

The company is not subject to significant environmental regulation.

Mectings of Directors

There were 22 meetings of the Board during the year ended 30 June 2006 Information concerning the

terms of appointment of all Directors who served during the year, the number of Board meetings each was
eligible to attend and the number attended follows.

Date of Date of Meetings Meetings

Appointment  Resignation eligible attended
Mr Gregory Fagan 12/09400 - 22 21
Mr Michael Dalsin 2710405 - 16 16
Mr Roger Greene 27110/05 - 16 16
Mr Guy Aird 15/12/05 - 12 i2
Dr George Steinfels 13/04/06 - 5 5
Mr Paul Raiph 12/09/00 16/12/05 9 8
Mr Alan Thompson 03/07/03 04/04/06 16 15




Avastra Ltd

Directors’ Report (continued)
For the year ended 30 June 2006

Remuneration report

The remuneration report is set out under the following main headings:

Principles used to determine the nature and amount of remuneration
Details of remuneration

Service agreements

Share-based compensation

TOom

The information provided under headings A-D includes remuneration disclosures that are required
under Accounting Standard AASB 124 Related Party Disclosures. These disclosures have been
transferred from the financial report and have been audited. The disclosures in section E are additional
disclosures required by the Corporations Act 2001 and the Corporations Regulations 2001 which have
not been audited.

A Principles used to determine the nature and amount of remuneration

‘Fhe objective of the Company’s executive reward framework is to ensure reward for performance is
competitive and appropriate for the results delivered. The framework aligns executive reward with
achievement of strategic objectives and the creation of value for shareholders, and conforms with
market best practice for delivery of reward. The Board ensures that executive reward satisfies the
following key criteria for good reward governance practices:

competitiveness and reasonableness

acceptability to shareholders

Transparency

appropriate to attract and retain high calibre executives
Rewards capability and experience

Provides a clear structure for eaming rewards

Provides recognition for contribution.

*® & 8 5 & &

The framework provides a mix of fixed and variable pay.

Non-executive directors

Fees and payments to non-executive directors reflect the demands which are made on, and the
responsibilities of, the directors. Non-executive directors’ fees and payments are reviewed annually by
the Board. The Chairman’s fees are determined independently to the fees of non-executive directors
based on comparative roles in the external market. The Chairman is not present at any discussions
relating to determination of his own remuneration. Non-executive directors do not receive share
options under an incentive scheme.

Directors’ fees
The current base remuneration was last reviewed with elfect from 1 July 2005, The Chairman's and
Director's remuneration is inclusive of committee fees.

Non-executive directors’ fees are determined within an aggregate directors’ fee pool limit, which is
periodically recommended for approval by shareholders. The pool limit currently stands at $250,000.

Retirement allowances for directors
There are no retirement allowances for directors.

Executive pay

The executive pay and reward framework has two components:

. Base pay and benefits

. short-term performance incentives (paid as a bonus which may be cash or shares)
The combination of these comprises the executive’s total remuneration.



Avastra Litd

Directors’ Report (continued)
For the year ended 30 June 2006

Remuneration report (Continued)

Base pay
Structured as a total employment cost package which may be delivered as a combination of cash and
prescribed benefits including superannuation.

Executives are offered a competitive base pay that comprises the fixed component of pay and rewards.
Base pay for senior executives is reviewed annually to ensure the executive’s pay is competitive within
the market.

Benefits

Theli are no executive benefits for Australian employees, other than superannuation. Company
employees in the USA receive benefits including insurance, contribution to pension scheme and to
health insurance at a level which is consistent with benefits provided to employees in US
biotechnology companies of similar size.

Retirement benefits

There are no retirement benefits other than superannuation.

Short-term incentives

Each year, the audit and remuneration committee considers the appropriate targets and key

performance indicators (KPIs) to link the short term incentive (STI) plan and the level of payout if
targets are met.

The audit and remuneration committee is responsible for assessing whether the KPlIs are met. To help
make this assessment, the committee receives detailed reports on performance from management.

The short-term bonus payments are set in line with under or over achievement against the target
performance levels. This is at the discretion of the audit and remuneration committee.

B Details of remuneration

Amounts of remuneration

Details of the remuneration of the directors and the key management personnel (as defined in AASB 124
Related Party Disclosures) of Avastra Limited are set out in the following tables.

The key management personnel of Avastra Limited are the directors as per pages 3 — 4 above and the
following executive officers (of which the entity had only one), which are also the highest paid executives
of the entity

. Dr Matthew Harris (resigned 10 April 2006)
The cash bonuses are dependent on the satisfaction of performance conditions as set out in the section

headed Short-term incentives above. All other elements of remuneration are not directly related to
performance,




Avastra Ltd

Directors' Report (continued)
For the year ended 30 June 2006

]

Directors and key management personnel of Avastra Limited.

2006 Post - Share-based
eniployment payment
Short-term benefits benefits
Name Cash Cash Non- Super- Options Total
salary bonus monetary | annuation
and fees benefits
3 $ b 3 3 3
Non-executive directors
Mr Gregory Fagan,
Chairman 26,0600 - - 24,000 50,000
Mr Guy Aird 16,000 - - - - 16,000
Mr Roger Greene* - - - - - -
Mr Michael Dalsin* - - - - - .
Dr George Steinfels 6,511 - - - - 6,511
Mr Alan Thompson 22,500 - - - - 22,500
Sub-total
non-executive
directors 71,011 - - 24,000 - 95,011
Executive directors
Mr Paul Ralph** - - - - -
Other key
management
personnel
Dr Matthew Harris 106,722 - - 8,322 2,055 117,099
Totals 177,733 - 32,322 2055 | 212,110

* Montgomery Pacific Group LLC, of which Messrs Greene and Dalsin are directors received $397,964
from the Company during the year for services provided on normal commercial terms for the provision
of corporate and advisory services but have not received any fees in relation to their role as non-
executive directors.

During the year Montgomery Pacific received 2,000,000 advisor options as outlined below. The value
of these options received by Montgomery Pacific during the year was calculated at $1,141.

** Colorado Investments Piy Ltd, of which Mr Paul Ratph is a director, received $380,000 from the
Company during the year for services provided on normal commercial terms for the provision of
management and corporate services that also covered Mr Ralph's resignation,

A further 2,450,000 options were issued on 11 September 2006 following Shareholder approval
at an EGM on 29 August to compensate non-executive directors for additional work performed
during the absence of a permanent managing director/CEQ. Two of the directors have, at the
date of this report exercised 400,000 of the 2,450,000 options.




Avastra Ltd

Directors’ Report (continued)

For the year ended 30 June 2006

Directors and key management personnel o

f Avastra Limited.

2005 Post -
employment Share-
Short-term benefits benefits based
payment
Name Cash Non-
salary Cash monetary Super-
and fees bonus benefits annuation Options Total
$ 3 8 3 3 g

Non-executive directors
Mr Gregory Fagan
Chairman 26,000 - - 24,000 596 50,596
Mr Alan Thompson - - - - - -
Sub-total non-executive
directors

26,000 - - 24,080 596 50,596
Executive directors
Mr Paul Ralph Managing
Director® 240,000 | 100,000 - - 152 340,152
Orher key management
personnel
Dr Matthew Harris 79,640 10,000 - 7,856 - 97,496
Totals 345,640 | 110,600 31,856 748 488.244

* Paid to Colorado Investments Pty Limited, a company controlled by Mr Paul Ralph.

C. Service agreements

Thete are no service agreements in place for any employee or executive of the company as at the date

of this report.

D. Share-based compensation

At the date of this report, Director and Director related entities held, directly or indirectly, the following

equity interests in the Company:

Shares

As at 30 June 2006, Mr Paul Ralph held 2,551,787 shares in the Company. Of this holding, 627,360 were
held in trust for an unrelated third party. Mr Ralph held a further 1,451,012 shares in the Company

indirectly through the New Millennium Fund Pty Ltd.

As at 30 June 2006, Mr Gregory Fagan held 693,044 shares in the Company, Mr Fagan held a further

121,206 shares in the Company indirectly through the New Millennium Fund Pty Ltd.



Avastra Ltd

Directors’ Report (continued)
For the year ended 30 June 2006

D. Share-based compensation (cont)

Series 1 Options
As at 30 June 2006, the following Directors held the following Series 1 options in the Company:

Mr Paul Ralph held 42,347 Series | options, granted on 27 October, 2003 with a $2.30 exercise price and
a 3 year term.

Mr Gregory Fagan held 15,684 Series 1 options, granted on 27 October, 2003 with a $2.30 exercise price
and a 3 year term.

Mr Paul Ralph and Mr Gregory Fagan have a beneficial interest in the New Millennjum Fund Pty 14d,
which held 205,460 Series 1 options with 4 $2.30 exercise price and a 3 year term.

Series 3 Options

As at 30 June 2006, the following Directors held the following Series 3 options in the Company:

Mr Alan Thompson held 100,000 options, granted on 20 January, 2004 with a $1.00 exercise price and a 4
year term.

Mr Gregory Fagan held 100,000 options, gramed on 20 January, 2004 with a $1,00 exercise price and a 4
year term.

Advisor Options

As at 30 June 2006, the following Directors held the following Advisor options in the Company:

Mr Roger Greene and Mr Michael Dalsin through a related company — Montgomery Pacific, held 750,000
options, granted on 26 October 2003 with a $0.25 exercise price and a 3 year term, and 1,250,000 options,
granted on 26 October 2005 with a $0.40 exercise price and a 3 year term.

Directors’ and Auditors’ Indemnification

The Company paid insurance premiums to insure each of the directors against liabilities for costs and
expenses incurred by them on defending and legal proceedings arising out of their conduct while acting in
the capacity of director of the Company, other than a wilful breach of duty. The amount of the premium
was $47.475 for all directors.

The Company has not, during or since the end of the financial year, indemnified or agreed to indemnify
the Company's auditor against a liability incurred as such by the auditor. In addition, the Company has
not paid, or agreed 1o pay, a premium in respect of a contract insuring against liability incurred by the
auditor.




Avastra Ltd

Directors’ Report (continued)
For the year ended 30 June 2006

Proceedings on Behalf of the Company

No person has applied for leave of Court to bring proceedings on behalf of the Company or to intervene in
any proceedings which the Company is a party for the purpose of taking responsibility on behalf of the
company for all or any part of those proceedings.

The Company was not a party to any such proceedings during the year.

Auditor’s Independence Declaration

A copy of the auditor’s independence declaration required under section 307C of the Corporations
Act 2001 is set out on page 12.

Rounding of Amounts

The Comipany is an entity to which ASIC Class Order 98/100) applies and, accordingly, amounts in the
financial statements and Directors’ report have been rounded to the nearest dollar.

Directors’ Interest and Benefits

Other than the above, no Director has since or during the financial year received or become entitled to
receive a benefit (other than a benefit included in the aggregate amount of emoluments received or due
and receivable by Directors shown in the accounts) by reason of a contract made with the Director, with a

tirm which he is a member, or with an entity in which he has a substantial financial interest by the
Company.

Signed in accordance with a resolution of the Board of Directors:

Gregory Fagan
Chairman

Dated this 15" day of September 2006



Avastra Ltd

Directors’ Report (continued)
For the year ended 30 June 2006

William Buck

Bysinegs Advisors
Chartered Accountants

LEAD AUDITOR’S INDEPENDENCE DECLARATION UNDER SECTION 307C OF
THE CORPORATIONS ACT 2001

TO THE DIRECTORS OF AVASTRA LIMITED

I declare that, to the best of my knowledge and belief, in relation to the audit for the year ended
30 June 2006 there have been:

() no contraventions of the auditor independence requirements as set out in the
Corporations Act 2001 in relation to the audit; and

(i)  no contraventions of any applicable code of professional conduct in relation to the
review.

William Buck
ABN. 16 021 300 521

L7

L. E. Tutt
Fartner
Sydney, 15 September 2006




Avastra Ltd

Corporate Governance Statement
For the year ended 30 June 2006

The Board strongly agrees with the Principles of Good Corporate Governance and Best Practice
Recommendations developed by the ASX Corporate Governance Council. The Directors are, however,
realistic in acknowledging the size and nature of the Company and have modified where they deem
applicable the best practice standards as laid down by the ASX. The Best Practice Recommendations not
adopted or specific comments thereon are as follows.

Role of the Board and Management

The Board is responsible for the Corporate Governance of the Company including the setting and the
monitoring of the objectives, goals and corporate direction. There are formal statements as to the
delegated authority of management. The Board closely interacts with the Company’s management and has
established adequate systems of internal control, to assess, monitor and manage business risk, and ensure
adherence to appropriate ethical standards.

Structure of the Board
Directors’ qualifications and experience are outlined in the Direclors’ report.

Due to the Company’s size, it is not considered necessary to maintain a Nomination Committee. When a
vacancy exists, through whatever cause, or where it is considered the Board would benefit from the
services of a new director with particular skills, the Board considers candidates with the appropriate
expertise and experience. The Board then appoints the most suitable person who shall hold office until the
conclusion of the following Company annual general meeting and shall be eligible for re-election at every
annual general meeting. There are no share qualifications for a director,

Each Director has the right to seek independent professional advice regarding material matters concerning
the Company at the Conmpany's expense afler notifying the Chairman.

Ethical and Responsible Decision-making

The Company has a formal code of conduet for employees. It recognises the need for Directors and
employees to observe the highest standards of behaviour and business ethics. Directors and officers are
expected Lo act in accordance with the law and with the highest standards of propriety,

Share Trading Policy

The Company's share trading policy requires all officers and employees of the Company to gain
permission from the Managing Direcior and/or the Chairman before being allowed to deal in shares of the
Company. Where the Chairman or the Managing Director believes trading in the Company's shares may
have the appearance but not necessarily the legitimacy of conflict under the insider frading provisions, no
trading may take place. In circumstances where permissible trading may not be clear cut, legal advice is
sought.

Timely and Balanced Disclosure

The Beard through continucus disclosure, the maintenance of a web site, the distribution of the annual
report to all sharehelders and the holding of an annual sharcholders meeting, where shareholders are
encouraged to participate, sirives to keep shareholders fully informed of developments within the
Company in a cost effective manner.
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Corporate Governance Statement (continued)
For the year ended 30 June 2006

Shareholders’ Rights

The Board is aware of the importance of effective shareholder communication. The Company encourages
the use of its website. Shareholders wishing to receive the Company’s newsletter and other
communications electronically can register their email address by contacting Avasira on
info{mavastra.com. Avastra requests its External Auditor o attend the Company’s general meetings.

Audit and Remuneration Committec

The Board has established an Audit and Remuneration Committee (“the Committee™) comprising of Mr
Gregory Fagan (Chairman of the Committee and the Company), Mr Alan Thompson (Non- Executive
Director ~ resigned 4 April 2006) and Mr Guy Aird (Non-Executive Director).

The Company has departed from the ASX Corporate Governance Council (*ASX CGC”) best practice
recommendation that the chairperson of the audit commitiee not be the chairperson of the board. This
departure is due to the chairman being the most qualified director for the role. The Company operates on
the premise of effective, strong and experienced personnel are more important for the Company’s
integrity and efliciency than the implementation of third party boilerplate recommendations,

The Company has departed from the ASX CGC best practice recommendation that the audit committee
have a formal charter. This departure is due to the small size of the Company.

The Board sets the remuneration of the Managing Director, senior executives and Non-Executive
Directors on the advice of the Committee. The committee establishes and reviews compensation
arrangements with a view to obtaining and retaining the services of a Managing Director, senior
executives and Non-Executive Directors appropriately qualified to discharge their duties.

The commitiee is also responsible for selecting appropriate external auditors and for reviewing the
adequacy of existing external auditor arrangements. The Committee reviews the scope and quality of the
external audit process. The review entails an analysis of the audit testing performed in the context of the
size and risk profile of the Company.

Remunerate Fairly and Responsibly

Executives’ remuneration packages are made up of fixed and performance linked components, with base
remuneration fixed at levels competitive with market rates. Incentive payments and salary increases are
determined at the completion of performance reviews and measurable against clear performance criteria.

The Managing Director’s services were provided via a contract with Colorade Investrnents Piy Lid
(“Colorado™). The contract was a rolling one year contract which was terminated on 16 December 2005.
The contract was terminable on 12 month's notice by either party, or by the Company for the usual non-
performance events relating to Mr Ralph’s services as Managing Director or a change in control of
Colorado. Colorado was paid $A240,000 per year (exclusive of GST) plus performance related bonuses.
During ihe current year an amount of $380,000 was paid which included a termination payment of
£240,000.

The remuneration of non-executive directors is fixed. They do not participale in any incentive plans
available to executives. The Board has approved annual payments of $30,000 to each non-executive
director, with the chairman receiving a fee of $50,000.




Avastra Ltd

Corporate Governance Statement (continued)
For the year ended 30 June 2006

Identifying and Managing Risk

Formal risk management profiles, policies, and procedures have been adopted. As noted above, the
Company has an Audit and Remuneration Committee. The Board meets on a regular basis and, as part of
the ongoing performance review, current and possible future business risks are identified. Once a business
risk is identifted, appropriate action is planned and instigated by the Board. The results of the action plan
are constantly reviewed and corrective action is taken as required.

Due to the size of the Company, an Internal Audit function-has noi been implemented. However, these
duties are performed by the Audit and Remuneration Committee.

The Managing Direcior and Company Secretary reports to the Board on the integrity of financial
statements and the effectiveness of internal compliance and control systems.

Performance Enhancement

The Board does not have & Nomination Committee and has not adopted formal Performance Enhancement
procedures, as the Board undertakes ongoing performance reviews as part of its regular review of
Company activities,

Interests of Stakeholders

The Company does not have a formal Code of Conduct covering obligations to legitimate stakeholders.

However, the Board is fully aware of its obligations for Public or Social Accountability based on notions
of legitimacy, fairness, and ethics.
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Avastra Ltd

Directors’ Declaration
For the year ended 30 June 2006

The Directors of the Company declare:
1. the financial statements and notes, as set out on pages 17 to 37
(a) comply with Accounting Standards and the Corporations Act 2001; and

(b) give a true and fair view of the company’s financial position as at 30 June 2006 and of its
performance for the year ended on that date.

2. In the Directors’ opinion, there are reasonable grounds to believe the Company will be able to pay
its debts as and when they become due and payable.

3 The audited remuneration disclosures set out on pages 6 to 11 of the directors’ report comply with
Accounting Standards AASB 124 Related Party Disclosures and the Corporations Regulations
2001,

The directors have been given the declarations by the chief financial officer required by section 295A of
the Corporations Act 2001.

This declaration is made in accordance with a resolution of the Board of Directors:

Gregory Fagan

Chairman

Dated this 15™ day of September 2006.
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Avastra Ltd

[ncome Statement
For the year ended 30 June 2006

Notes 30 June 30 June
2006 2005
3 b3
Continuing operations
Revenues 2 243,736 314,897
Other revenue 2 324,629 598,385
Depreciation and amortisation expenses {174,308) (144,459)
Impairment of licences and patents {680,004) -
Impairment of fixed assets (54,334) -
Emplovyee benefits expense {166,880) (36,218)
Clinical trials - {294 313)
Consultancy fees (882,143) {438,485)
Insurance (52,037 (58,540)
Research and development {650,318) (907,090)
Legal fees (271,398) -
Trave! expenses (232,834) -
Other expenses (404,327) (593,996)
Loss before income tax (3,000,218) (1,559,819)
Income tax expense 3 - -
Operating loss from continuing activities after
income tax 12 (3.000,218) {1,559,819)
Basic earnings/(loss) per share 14 9.9 (5.5 cents)
Diluted earnings/ (loss) per share 14 {9.9) (5.5 cents)

The income staternent should be read in conjunction with the accompanying notes.
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Avastra Ltd

Balance Sheet
As at 30 June 2006

Current Assets

Cash and cash equivalents
Receivables

Total Current Assets
Non Current Assets
Licence

Plant and Lquipment
Patent

Total Non Current Assets
Total Assets

Current Liabilities
Payables

Provisions

Total Current Liabilities
Net Assets

Equity

Contributed Equity
Accumulated Losses

Total Equity

The balance sheet should be read in conjunction with the accompanying notes,

Notes

L -9

0 -1 N

11
12

30 June 30 June
2006 2005
$ s
3,746,365 5,457,830
155,402 61,631
3,901,767 5,519,461
- 280,000
42,991 305,611
- 500,004
42 991 1,085,615
3,944,758 6,605,076
167,319 51,451
5,961 21,366
173 280 72.817
3,771,478 6,532,259
11,130,347 10,890,910
(7,358,869) (4,358,651)
3,771,478 6,532,259




Avastra Ltd

Statement of changes in equity
As at 30 June 2006

Total equity at the beginning of the financial
year

Loss for the year

Shares issued during the year

Shares purchased during the year

Transaction costs

Total equity at the end of the financial year

Total recognised income and expense for the
year attributable to the smembers of Avastra
Limited

The above statement of changes in equity should be read in conjunction with the accompanying noies,

30 June 30 June
Notes 2006 2005

s s

6,532,259 8,092,078
{3,000,218) (1,559,819}

297,142 -

(18,575) -

(39,130) -

3,771 AT8 6,532,259

{3,000,318) (1,559.819)




Avastra Ltd

Statement of Cash Flows
For the year ended 30 June 2006

Cash flow from operating activitics
Interest received
Govemment grants

Other receipts
Payment to suppliers and employees

Net cash (used in} operating activities
Cash flow from investing activities

Payments for plant and equipment
Proceeds on sale of plant and equipment

Net cash (used in) investing activities

Cash flow from financing activities
Proceeds from share issue
Transaction costs of issue of shares
Costs of share buy backs

Net cash provided by financing activities

Net increase/(decrease) in cash held

Cash at the beginning of the financial year

Cash at the end of the financial year

Notes 30 June 30 June
2006 2005
s $
243,736 314,897
22,500 274,800
296,534 307,555
(2,619,502) (2,276,344)
15 (2,056,732) (1,379,092)
(12,988) (315,695)
118,818 -
105,830 (315,695)
297.142 -
{39,130) -
{18,575) -
239,437 -
{1,711,465) (1,694,787)
5,457,830 7,152,617
3,746,365 5,457,830

The statement of cash flows should be read in conjunction with the accompanying notes.
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Avastra Ltd

Notes to the financial statements
For the year ended 30 June 2006

Note 1 Summary of significant accounting policies

The principal accounting policies adopted in the preparation of the financial report are set out below.
These policies have been consistently applied to all the years presented, unless otherwise stated.

(a) Basis of preparation

This general purpose financial report has been prepared in accordance with Australian equivalents to
Intermational Financial Reporting Standards (AIFRS), other authoritative pronouncements of the
Australian Accounting Standards Board, Urgent [ssues Group [nterpretations and the Corporations Act
2001.

Compliance with {FRS

Australian Accounting Standards include AIFRS. Compliance with AIFRS ensures that the financial
report comprising the financial statement and notes thereto, comply with International Financial
Reporting Standards (IFRS).

This financial report is the first Avastra Limited financial report to be prepared in accordance with
AIFRS. AASB 1 Firsi-time Adoption of Australian Equivalents to International Financial Reporiing
Standards has been applied in preparing these financial reports,

Financial reports for Avastra Limited until 3¢ June 2005 had been prepared in accordance with
previous Australian Generally Accepted Accounting Principles (AGAAP). AGAAP differs in certain
respects from AIFRS. When preparing the Avastra Limited financial report for the year ended 30 June
2006, management has amended certain accounting and valuation methods applied in the AGAAP
financial report to comply with AIFRS. With the exception of financial instruments, the comparative
figures in respect of the year ended 30 June 2005 were restated to reflect these adjustments. The Group
has taken the exemption available under AASB 1 to only apply AASB 132 Financial Instruments:
Presentation and Disclosure and AASB 139 Financial Instruments: Recognition and Measurement
from ] July 2005.

Historical cost convention

This financial report has been prepared under the historical cost convention.

Critical accounting estimates and assumptions

The preparation of financial statements in conformity with AIFRS requires the use of certain critical
accounting estimates. It also requires management to exercise its judgement in the process of applying
the company’s accounting policies.

Estimates and judgements are continually evaluated and are based on historical experience and other
factors, including expectations of future events that may have a financial impact on the company and
that are believed to be reasonable under the circumstances.

The company tests annually whether intangibles have suffered any impairment, in accordance with the

accounting policy stated in note ){i). Accordingly the company wrote off its investment in licences and
patents at year end as a result of a change in strategic direction.
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Avastra Ltd

Notes to the financial statements (continued)
For the year ended 30 June 2006

Note 1 Summary of significant accounting policies (continued)

(b) Segment reporting

A business segment is a group of assets and operations engaged in providing products or services that
are subject to risks and returns that are different to those of other business segments. A geographical
segment is engaged in providing products or services within a particular economic environment and is
subject to risks and returns that are different from those of segments operating in other economic
environments,

Business Segment

‘Fhe company has previously operated in development of technology for the replacement of sutures and
surgical staples, The company has now changed strategic direction given difficulties with the clinical
trial. The business is now focused on the sleep dysfunction market. For primary reporting purposes the
entity operates in one business segment as described.

Geographical segments
‘Fhe company operates in two main geographical areas:

Australia
The home country of the company which following a change in strategic direction remains as the head
office.

United States
The company is focused on acquiring profitable diagnostic sleep centres to create a national chain.

(c) Foreign currency translation

(i) Functional and presentation currency

Items included in the financial statements of the company are measured using the currency of the
primary economic environment in which the company operates (‘the functional currency’). The
financial statements are presented in Australian dollars, which is Avastra Limited’s functional and
presentation currency.

(if) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreign exchange gains and losses resulting from the
settlement of such transactions and from the translation at year-end exchange raies of monetary assets
and liabilities denominated in foreign currencies are recognised in the income staternent, except when
deferred in equity as qualifying cash flow hedges and qualifying net investment hedges.

(d) Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable. Amounts disclosed
as revenue are net of returns, trade allowances and duties and taxes paid.

All revenue is stated net of the amount of goods and services tax (GST).
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Avastra Lid

Notes to the financial statements (continued)
For the year ended 30 June 2006

Note 1 Summary of significant accounting policies (continued)
{¢) Government grants

Grants from the government are recognised at their fair value where there is a reasonable assurance that
the grant will be received and the company will comply with all attached conditions.

Government grants relating to costs are deferred and recognised in the income statement over the
period necessary to match them with the costs that they are intended to compensate.

Government grants relating to the purchase of property, plant and equipment are included in
non-cwrrent liabilities as deferred income and are credited to the income statement on a straight line
basis over the expected lives of the related assets.

(N Income tax

The income tax expense or revenue for the period is the 1ax payable on the current period’s taxable
income based on the national income tax rate adjusted by changes in deferred tax assets and liabilities
attributable to temporary differences between the tax bases of assets and liabihities and their carrying
amounts in the financial statements, and to unused tax losses.

Deferred tax assets and liabilities are recognised for temporary differences at the tax rates expected to
apply when the assets are recovered or liabilities are seitled, based on those tax rates which are enacted
or substantively enacted. The relevant tax rates are applied to the cumulative amounts of deductible and
taxable temporary differences to measure the deferred tax asset or lablity.

An exception is made for certain temporary differences arising from the initial recognition of an asset
or a liability. No deferred tax asset or liability is recognised in relation to these temporary difTerences if
they arose in a transaction, other than a business combination, that at the time of the transaction did not
affect either accounting profit or taxable profit or loss.

Deferred tax assets are recognised for deductible temporary differences and unused tax losses only if it
is probable that future taxable amounts will be available 1o utilise those temporary differences and
losses.

Current and deferred tax balances attributable to amounts recognised directly in equity are recognised
in equity and not in profit and loss.

(g) Leases
Leases in which a significant portion of the risks and rewards of ownership are retained by ihe lessor
are classified as operating leases, Payments made under operating leases (net of any incentives received

from the lessor) are charged to the income statement on a straight-line basis over the period of the
lease.
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Avastra Ltd

Notes to the financial statements (continued)
For the year ended 30 June 2006

Note 1 Summary of significant accounting policies (continued)
{h) Acquisition of assets

The purchase method of accounting is used to account for all acquisitions of assets regardless of
whether equity instruments or other assets are acquired. Cost is measured as the fair value of the assets
given, shares issued or liabilines incurred or assumed at the date of exchange plus costs directly
attribulable to the acquisition. Where equity instruments are issued in an acquisition, the value of the
instruments is their published market price as at the date of exchange unless, in rare circumstances, it
can be demonstrated that the published price at the date of exchange is an unreliable indicator of fair
value and that other evidence and valuation methods provide a more reliable measure of fair value.
Transaction costs arising on the issue of equity instruments are recognised directly in equity.

(i) Impairment of assets

Assets that are subject to amortisation are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. An impairment loss is
recognised for the amount by which the asset’s carrying amount exceeds its recoverable amount. The
recoverable amount 15 the higher of an asset’s fair value less costs to sell and valve in use. For the
purposes of assessing impairment, assets are grouped at the lowest levels for which there are separately
identifiable cash flows (cash generating vnits).

(j) Cash and cash equivalents

Cash and cash equivalents includes cash on hand, deposits held at call with financial institutions and
other short-term highly liguid investments with original matunities of three months or less that are
readily convertible to known amounts of cash and which are subject to an insignificant risk of changes in
value.

(k) Trade and other receivables

Trade receivables are recognised initially at fair value and subsequently measured at amortised cost, less
provision for doubtful debts. Trade receivables are due for settlement no more than 30 days from the
date of recognition.

Collectibility of trade receivables is reviewed on an ongoing basis. Debts which are known to be
uncollectible are written off. A provision for doubtful receivables is established when there is objective
evidence that the company will not be able to collect all amounts due according to the original terms of
receivables. ‘The amount of the provision is ihe difference between the asset’s carrying amount and the
present value of estimated future cash flows, discounted at the effective interest rate. The amount of the
provision is recognised in the income statement.

{I) Recoverable amount of non-current assets
From ! July 2004 to 30 June 20035
‘The company has taken the exemption available under AASB 1 to apply AASB 132 and AASB 139
only from | July 2005. The company has applied previous AGAAP to the comparative information on

financial instruments within the scope of AASB 132 and AASB 139. For further information on
previous AGAAP refer to the annual report for the year ended 30 June 2005.
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Notes to the financial statements (continued)
For the year ended 30 June 2006

Notel Summary of significant accounting policies (continued)
(I) Recoverable amount of son-current assets (cont)

Adjustments on transition date: 1 July 2005

‘The nature of the main adjustments to make this information comply with AASB 132 and AASB 139
are that, with the exception of held-lo-maturity investments and loans and receivables which are
measured at amortised cost, fair value is the measurement basis. Fair value is inclusive of transaction
costs. Changes in fair value are either taken to the income statement or an equity reserve. At the dale
of transition (1 July 2005) changes to carrying amounts are taken to accumulated losses.

From 1 July 2005

'The company classifies its investments in the following calegories: financial assets at fair value through
profit or loss, loans and receivables, held-to-maturity investments, and available-for-sale financial
assets. The classification depends on the purpose for which the investments were acquired.
Management determines the classification of its investments at initial recognition and re-evaluates this
designation at each reporting date.

(i} Financial asseis at fair value through profit or loss

This category has two sub-categories: financial assets held for trading, and those designated al fair
value through profit or loss on initial recognition. A financial asset is classified in this category if
acquired principally for the purpose of selling in the short term or if so designated by management. The
policy of management is to designate a financial asset if there exists the possibility it will be sold in the
short term and the asset is subject to frequent changes in fair value. Derivalives are also categorised as
held for trading unless they are designated as hedges. Assets in this category are classified as current
assets if they are either held for trading or are expected to be realised within 12 months of the balance
sheet date.

(i) Loans and receivables

L.oans and receivables are non derivative financial assets with fixed or determinable payments that are
not quoted in an active market. They arise when the company provides money, poods or services
directly to a debtor with no intention of selling the receivable. They are included in current assets,
except for those with maturities greater than 12 months afier the balance sheet date which are classified
as non-current assets. Loans and receivables are included in receivables in the balance sheet.

25




Avastra Ltd

Notes to the financial statements (continued)
For the year ended 30 June 2006

Note 1 Summary of significant accounting policies (continued)

{m) Fair value estimation

The fair value of financial assets and financial liabilities muost be estimated for recognition and
measurement or for disclosure purposes.

The quoted market price used for financial assets held by the company is the current bid price; the
appropriate quoted market price for financial liabilities is the current ask price.

The nominal value less estimated credit adjustments of trade receivables and payables are assumed to
approximate their fair values. The fair value of financial liabilities for disclosure purposes is estimated
by discounting the future contractual cash flows at the current market interest rate that is available to
the company for similar financial instruments.

{n} Property, plant and equipment

Plant and equipment is depreciated over its useful life using the straight line method, The expected
useful life for office furniture and Jaboratory equipment is 5 years.

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance
sheet date.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s
carrying amount is greater than ils estimated recoverable amount (note 1(i)).

Gains and losses on disposals are determined by comparing proceeds with carrying amount. These are
included in the income statement. When revalued assets are sold, it is company policy to transfer the
amounts included in other reserves in respect of those assets to retained earnings.

(o) Intangible assets
(i} Patents

Patents have a finite useful life and are carried at cost less accumulated amortisation and impaired
losses. Amortisation is calculated using the straight line method to allocate the cost of patents over their
estimated useful lives of 10 years. They are assessed for impairment whenever there is an indication
that the patent may be impaired. This assessment takes place at least ai each financial year end.

(if) Research and development

Expenditure on research activities, undertaken with the prospect of obtaining new scientific or technical
knowledge and understanding, is recognised in the income statement as an expense when it is incurred.

Expenditure on development activities, being the application of research findings or other knowledge to
a plan or design for the production of new or substantially improved products or services before the
start of commercial production or use, is capitalised if the product or service is technically and
commercially feasible and adequate resources are available to complete development, Other
development expenditure is recognised in the income statement as an expense when it is incurred.
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Notes to the financial statements (continued)
For the year ended 30 June 2006

Intangible assets (continued)

(iii) Intangible assets — other intangibles

Costs incurred in acquiring licences are capitalised and amortised on a straight line basis over the period
of the expected benefit. Licences held at the reporting date, prior to being written off, were amortised
over its estimated useful life of 10 years, using the straight line method.

(p) Trade and other creditors

These amounts represent liabilities for goods and services provided to Lhe company prior to the end of the
financial year and which are unpaid. The amounts are unsecured and are usually paid within 30 days of
recognition.

(g) Employee benefits
(i) Wages and salaries and annual leave

Liabilities for wages and salaries and annual leave expected to be settled within 12 months of the
reporting date are recognised in other creditors in respect of employees® services up to the reporting date
and are measured at the amounts expected to be paid when the liabilities are settled.

{ii} Retirement benefit obligations

The Company contributes the required statutory superannuation rate (currently 9%) on behalf of
employees to licensed superannuation funds. The company’s legal or constructive obligation is limited to
these contributions.

Contributions to the defined contribution fund are recognised as an expense as they become payable.
Prepaid contributions are recognised as an asset to the extent that a cash refund or a reduction in the
future payments is available.

{tii) Share-bused payments

The Company provides benefits to employees (senior executives) of the company in the form of share
based payments whereby employees render services in exchange for shares or rights over shares.

Shares aptions granted before 7 November 2002 and/or vested before 1 January 2005

No expense is recognised in respect of these options. The shares are recognised when the options are
exercised and the proceeds received allocated to share capital.

Shares options granted before 7 Nuvember 2002 and/or vested before ! January 2005

The fair value at grant date is independently determined using a Black-Scholes option pricing model that
takes into account the exercise price, the term of the option, the vesting and performance criteria, the
impact of dilution, the non-tradeable nature of the option, the share price at grani date and expected price
volatility of the underlying share, the expected dividend yield and the risk-free interest rate for the term
of the option.

The fair value of the options granted excludes the impact of any non-market vesting conditions (for
example, profitability and sales growth targets). Non-market vesting conditions are included in
assumptions about the number of options that are expected to become exercisable. At each balance sheet
date, the entity revises its estimate of the number of options that are expected to become exercisable. The
employee benefit expense recognised each period takes into account the most recent estimate.
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Notes to the financial statements (continued)
For the year ended 30 June 2006

Emplovee benefits (continued)

The market value of shares issued to employees for no cash consideration under the employee share
scheme is recognised as an employee benefits expense with a corresponding increase in equity when
the employees become entitled to the shares.

(r) Contributed equity

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new
shares or options are shown in equity as a deduction from the proceeds. Incremental costs directly
attributabte 1o the issue of new shares or oplions, are included in the cost of the acquisition as parl of
the purchase consideration.

(s) Earmings Per Share

(i) Basic earnings per share

Basic earnings per share is calculated by dividing the (loss)/profit attributable to equity holders of the
company, excluding any costs of servicing equity other than ordinary shares, by the weighted average
number of ordinary shares outstanding during the hall-year, adjusted for bonus elements in ordinary
shares issued during the half-year (see note 14).

(ii} Diluted earnings per share

Diluted earnings per share adjusts the figures used in the determination of basic earnings per share ro
take into account the after income tax effect of interest and other financing costs associated with
dilutive potential ordinary shares and the weighted average number of shares assumed to have been
issued for no consideration in relation to dilutive potential ordinary shares (see note 14),

() Financial risk management

‘The Directors provide written principles for overall risk management, as well as written policies
covering specific areas, such as mitigating foreign exchange, interest rate and credit risks, and investing
excess Hquidity.

/] Murket risk
Foreign exchange risk

Foreign exchange risk arises when future commercial transactions and recognised assets and liabitities
are denominated in a currency that is not the company’s functional currency.

The company operates internationally and is exposed to foreign exchange risk arising from currency
exposures to the United States, however the risk is minimal given the current limited size of the
operation in this country.

(i)  Inmterest rate risk exposures
The company’s exposure to interest rate risk is small given that it has no debt and has limited funds on
deposit.

(i)  Credit risk exposures
The Company has no significant concentration of credit risk,
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Notes to the financial statements {continued)
For the year ended 30 June 2006

Note 2 Revenues and Expenses

2006 2005
$ s
Reveanue from continuing operations
Other Revenue
Bank interest 243,736 314,897
Revenue from continuing onerations 243,736 314 897
Other Income
Government grants 22,500 290,830
Income tax rebate 296,534 307,555
Other revenue 5,595 -
324,629 598,385

Expenses

Loss before income tax expense includes the following specific expenses:

Depreciation 74,308 44 459
Amortisation of licences and patents 160,000 100,000
Impairment write down licences and patents 680,004 -
Impairment write down fixed assets 54,334 -
Clinical trials - 204,313
Consultancy fees 882,143 438 485
[nsurance 52,037 58,540
Research and development 650,318 907.090
Superannuation expense 43,541 -

Note 3 Taxation
Numerical reconciliation of income tax expense to prima facie tax payable

Loss from continuing operations before income tax

expense (3,000,218} (1,559,819)
Prima facie income tlax expense/(benefit) calculated at
30% on the loss from ordinary activities (900,065} (491,732)

Tax effect of amounts which are not deductible
(taxable) in calculating taxable income:

Amortisation expense 30,000 30,000
Impairment expense 220,301 -
Research & Development expense - 272,127
Patent costs 19,013 -
Legal costs 81,419 4,066
Tax benefit not brought 1o account 549,332 185,539

Income tax expense from ordinary activities - -
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Notes to the financial statements (continued)
For the year ended 30 June 2006

There is no tax loss carry forward.

Note 4 Cash and Cash Equivalent

Cash at bank
Bank bills
Held in trust

Note 5 Receivables
Biotech Innovation Fund Grant

Other receivables
Prepayments

Note 6 Licence

Licence at cost
Accumulated amortisation
Impairment write down

2006 2005
$ $

196,365 91,633
3,550,000 5,363,197
- 3,000
3,746,365 5,457 830
- 28,530

88,769 33,101
66,633 ]
155,402 61,631
400,000 400,000
(160,000) (120,000)
(240,000) .
- 280,000

The Company had an exclusive licence lo research, develop, and commercially exploit technology
formerly owned jointly by The Microsearch Foundation of Australia and Access Macquarie Ltd (formerly
Macquarie Research Ltd). Given the change in strategic direction of the company the value of these
licences is currently uncertain and as a result the carrying cost has been reduced to NIL.

Note 7 Plant and equipment
Plant and equipment:

At cost

Accumulated depreciation
Accumulated impairment losses
Total p}ant and equipment

Movements in Carrying Amounts

Balance at the beginning of year
Additions

Disposals

Depreciation expense

Impairment

Carrying amount at the end of year

143,106 354,048
45,781 48437
54,334 .
42,991 305,611

305,611 48,580
12,988 301,490

(146,966) .
(74,308) (44,459)
(54.334) .

42,991 305,611
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Notes to the financial statements (continued)
For the year ended 30 June 2006

2006 2005
S $
Note 8 Patents
Patent at cost 600,000 600,000
Accumulated amortisation (159,996) {99,996)
Impairment (440,004) -
- 500,004

Given the change in strategic direction of the company the value of the patents
is currently uncertain and as a result the carrying cost has been reduced to NIL.

Note 9 Payables

Payables 146,603 .
Other creditors and accruals 20,716 51,451
167,319 51,451

Note 10 Provision

Employee entitlements 5,961 21,366
5,961 21,366

Note 11 Contributed Equity

Ordinary shares fully paid

30 June 2006 — Number:30,138,061 11,130,347 10,890,910
(30 June 2005 — Number: 28,215,423)

11,130,347 10,890,910

Ordinary sharcholders participate in dividends and the proceeds of winding up of the entity in proportion
to the number of shares held. At shareholders® meetings each ordinary share is entitled to one vote when a
poll is called, otherwise each shareholder has one vote on a show of hands.

Issued Shares: Movements in coniributed equity Number $

Opening balance 28,215,423 10,890,910
Issue of 2,057,138 shares 2,057,138 297,142
Cost of raising equity - (57,705)
Share buyback . (134,500) -
Closing balance 30,138,061 11,130,347
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2006 2005
s 3
Note 12 Accumulated [osses
Accumulated losses at the beginning of the financial
year (4,358,651) (2,798,832)
Loss for the year {(3,000,218) (1,559,819)
Accumulated losses at the end of the financial year (7,358,869) (4,358,651)
Note 13 Auditors Remuneration
Amounts received or due and receivable by William
Buck for:
Audit and review of the financial report of the
company 19,500 18,500
Other services in relation to the company - -
Total remuneration for audit services 19,500 18,500
Note 14  Earnings Per Share
Basic earnings per share (9.9 cents) (5.5 cents)
Diluted earnings per share (9.9 cents) (5.5 cents})
Income and share data used in the calculations of
basic and diluted earnings per share
Net loss (3,000,218) (1,559.819)
2006 2005
Number of Number of
shares shares
Weighted average nurmber of ordinary shares used
in the calculation of basic earnings per share
30,138,061 28,215,423
Effect of dilutive securities
Adjusted weighted average number of ordinary
shares and potential ordinary shares used in
calculating diluted earnings per share 30,138,061 28,215,423

Information concerning earnings per share

Earnings for the purpose of the calculation of basic earnings per share and diluted earnings per share is the
net loss. Options granted are considered to be potential ordinary shares when they would result in the
issue of ordinary shares for less than the average market price of the ordinary shares during the period. In
respect of the financial year ended 30 June 2006 (and 2005), options are not dilutive and are therefore not
included in the calculation of either basic or diluted earnings per share.
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2006 2605
$ 5

Note 15 Reconciliation of loss after income tax to net cash flow from operating activities,

Operating loss afier income tax (3,000,218) (1,559,819
Amortisation 100,000 100,000
Depreciation 74,308 44,459
Impairment write down 734,338 -
Loss on sale of assets 28,147 -
Change in operating assets and liabilities

(IncreaseyDecrease in Receivables (93,771) 4,536
Decrease/(Increase) in Payables 100,464 21,732
Net cash outflow from operating activities (2,056,732) (1,379,092)

Note 16 Key Management Personnel Disclosures

(a) Directors

The following persons were directors of Avastra Limited during the financial year:

(i) Chuairman — non-executive
Mr Greg Fagan

(i)  Executive directors
Paul Ralph - Managing Director (Resigned 16 December 2005)

(iii)  Non-executive directors
Mr Michael Dalsin {Appointed 27 October 2005)
Mr Roger Greene {Appointed 27 October 2005)
Mr Guy Aird (Appointed 15 Decemnber 2005)
D George Steinfels (Appointed 13 April 2006)
Mr Alan Thompson (Resigned 4 April 2006)

{b) Other key management personnel

The following persons also had authority and responsibility for planning, directing and
controlling the activities of the Group, directly or indirectly, during the financial year:

Name Position Employer
Dr Matthew Harris Research and Development Avastra Limited
Manager

(Resigned 10 April 2006)
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Key Mapagement Persosunel Disclosures (continued)

(b)

Key management persontnel compensation

The company has taken advantage of the relief provided by ASIC Class Qrder 06/50 and has transferred
the detailed remuneration disclosures to the directors’ report. “The relevant information can be found in
sections A-D of the remuneration report on pages 610 10.

(¢}
W

Equity instrument disclosures relating to key management personnel

Options provided as remuneration and shares issued on exercise of such options

Details of options provided as remuneration and shares issued on the exercise of such options, together
with ternis and conditions of the options, can be found in section D) of the remuneration report on pages
9 to 10 inclusive .The company has no formal employee share option plan but issues options to attract,
retain and motivate employees. It is designed to generate longer term incentives linked to the tuture of

- Avastra Limited.

As at 30 June 2006, options have been granted over 3,913,506 shares as outlined hereunder:

Exercise
Date options Issue price price of
Series Granted Expiry date  Of Option options
1 27 October 2003 27 October 2006 - 230
3 20 January 2004 21 January 2008 - 5o
Other 10 October 2005 10 October 2008 - $0.20
Advisor 26 October 2005 26 October 2008 - 3025
Advisor 26 October 2005 26 October 2008 - 3040 I

Number
under option Exercisable

Date

1,513,506 Before expiry

320,000 Before expiry
80,000 Before expiry
750,000 Before expiry
250,000 Before expiry

3,013,506

Series | are 3 shares for each option. Advisor and other options are one share per option.

All options on issue are unguoted securities. No person held 20% or more of the Series | options. Of the
Series 3 options, Mr Gregory Fagan holds 100,000. Dr Matthew Harris hold the Cther options — 80,000.

(i)

Option holdings

The numbers of options over ordinary shares in the company held during the financial year by each
director of Avastra Limited and other key management personnel of the Company, including their
personally related parties, are set out below, and include options held directly or indirectly.

Vested and
2006 Granted during the| Exercised Balance at | exercisable
Name Balance at the year as during the the end of (at the end of]
start of the year |  compensation year Cancetled the vear the year

Directors of Avastra Limited
Mr Greg Fagan 321,144 - - - 321,144 | 321,144]
Mr Michael Dalsin - 1,000,000 - - 1,000,000 |1,000,000
Mr Roger Greene - 1,000,000 - - 1,000,600 11,000,000
Mr Guy Aird - - - - - -
Dr George Steinfels - - - - - -
Mr Alan Thompson 100,000 - - - 100,600 | 100,000
Paul Ralph 247,807 - - - 247,807 | 247,807

668,951 2,000,000 - - 2,668,951 P.,668,951
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b005 . . Vested and

Name Granted during | Exercised Balance at |exercisable at
Balance at the the year as during the the end of thejthe end of the
start of the year] compensation year Cancelled year year

Directors of Avastra Limited

Mr Greg Fagan 321,144 - - - 321,144 321,144

Mr Alan Thompson 160,000 - - - 100,000 100,000

Paul Ralph 247,807 - - - 247,807 247,807

(iii) Share holdings

The numbers of shares in the company held during the financial year by each director of Avastra Limited
and other key management personnel of the Company, including their personally related parties, are set

out below.
2006 Received during the Balance at
Balance at the [year on the exercise] Other changes [the end of the
[Name start of the year of options during the year year
Directors of Avastra Limited
Ordinary shares
Mr Greg Fagan — Direct Interest 693,044 - 693,044
Mr Greg Fagan - Indirect Interest
through New Millennium Fund 121,206 - 121,206
Mr Michael Dalsin - 329,500 329,500
Mr Roger Greene - 142,400 142,400
Mr Guy Aird - - -
Dr George Steinfels - - -
Mr Alan Thompson - - -
Mr. Paul Ralph — Direct Beneficial
and non beneficial Interest 2,551,787 - 2,551,787
Mr. Paul Ralph — Indirect through
New Millennium Fund 1,451,012 - 1,451,012
4,817,049 471,900 5,288,949
Other key management personnel of the Groap
Ordinary shares
Dr Matthew Harris - 231,500 231,500
4,817,049 703,400 3,520,449
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Received during
2005 the year on the Balance at the
Balance at the exercise of | Other changes | end of the
Name stant of the year options during the year year
Directors of Avastra Limited
Ordinary shares
Mr Greg Fagan - Direct Interest 693,044 - - 693,044
Mr Greg Fagan — Indirect Interest
through New Millennium Fund 121,206 - - 121,206
Mr Alan Thompson - - - -
Mr Paul Ralph - Direct Interest
beneficially and non-beneficially held 2,551,787 - - 2,551,787
Mr Paul Ralph — Indirect Interest
through New Millennium Fund 1,451,012 1,451,012
4,817,049 - - 4,817,049
Other key management persennel of the Group
Ordinary shares
Dr Matthew Harris - - - -
4,817,049 - - 4,817,049
Note 17 Leasing Commitments
Operating Lease Commitments
2006 2005
b3 b
Non-cancellable operating leases contracted for but not capitalised in the financial statements:
Payable
- not later than | year - 175,996
- after one year but not more than 5 years - 146,663
- more than § years - -
- 322,659

Avastra Ltd moved to new premises at Riverside Life Sciences Centre, 11 Julius Ave, North Ryde NSW
2113 on the 29 April 2005. A two year licence was signed; expiring on 2 May 2007, butl was terminated

early on 9 June 2006.
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Note 18 Related Party Transactions

2006 2005
s $

a. a company controlled by Paul Ralph, a director,

provided management services during the year on
normal commercial terms and conditions 380,000 340,000

b. Alan Thompson, a director provided consultancy

services during the year on normal commercial terms
and conditions - 15,000

Directors’ fees paid for the year were:

Gregory Fagan 50,000 50,000
Michael Dalsin* - -
Roger Greene* - -
Guy Aird 16,000 -
George Steinfels 6,511 -
Alan Thompson 22,500 30,600
Erich Odermatt - 27,500
Paul Ralph** - -
95,011 107,500

* Montgomery Pacific Group LLC, of which Messrs Greene and Dalsin are directors received $397,964
from the Company during the year for services provided on normal commercial terms for the provision
of corporate and advisory services but have not received any fees in relation to their role as non-
executive directors.

** Colorado Investments Pty Lid, of which Mr Paul Ralph is a director, received $380,000 from the
Company during the year for services provided on normal commercial tferms for the provision of
management and corporate services that also covered Mr Ralph’s resignation.

Note 19 Contingent Liabilities

The Directors believe there are no contingent liabilities as at 30 June 2006.

Note 20: Events Occurring After Reporting Date

At an extraordinary general meeting on 29 August 2006 the shareholders passed a resolution to move the
business into the sleep diagnostic centre business.

To enable the company to fund the acquisition of businesses in this market the shareholders approved (he

issue of a further 12 million shares of $0.20 esch, and a further issue of 2,500,000 shares to the New
Millennium Fund Pty Ltd.
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The company resolved to issue free options to Directors to acquire shares, at the rate of one share per
option, as follows:

Mr Greg Fagan - 250,000
Mr Guy Aird - 150,000
Mr George Steinfels - 50,000
Mr Michael Dalsin - 1,000,000
Mr Roger Greene - 1,000,000

The options were issued on 11 September 2006, and are to be exercised within one month of being
granted.

Other than outlined above there were no material events subsequent to reporting date impacting upon the
company.

Note 21: Transition to Australian equivalents to 1IFRS

There is no change in equity reported under previous Australian Generally Accepted Accounting
Principles (AGAAP) to equity under Australian equivalents 1o IFRS (AIFRS), as at the date of transition

to ATRFS — 1 July 2004 or as at the previous balance date.

There is no change to the loss under previous AGAAP to loss under Australian equivalents to IFRS
(AIFRS) for the year ended 30 June 2005.

The adoption of AIFRS has not resulted in any material adjustments to the cash flow statement.
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Business Advisors
Chartered Accountants
INDEPENDENT AUDIT REFORT TO THE MEMBERS OF
AVASTRA LIMITED

Scope

The financial report and directors’ responsibility

The finandal report comprises the balance sheet, income statement, cash flow statement, statement of changes in
equity, accompanying notes to the financial statements, and the directors’ declaration for Avastra Limited (the
company), for the year ended 30 June 2006.

The directors of the company are responsible for the preparation and true and fair presentation of the financial report
in accordance with the Corporations Act 2001. This includes responsibllity for the maintenance of adequate
accounting records and internal controls that are designed lo prevent and detect fraud and error, and for the
accounting policies and accounting estimates inherent in the financial report.

Audit Approach

We conducted an independent audit in order to express an opinlon 1o the members of the company. Qur audit was

conducted in accordance with Australian Auditing and Assurance Standards, in order to provide reasonable assurance

as {o whether the financial report is free of material misstatement. The nature of an audit is influenced by factors such

as the use of professional judgment, selective testing, the inherent limitations of internal control, and the availability of

persuasive rather than conclusive evidence. Therefore, an audit cannot guarantee that all material misstatements

have been detected.

We performed procedures to assess whether in all material respects the financial report presents fairly, in accordance

with the Corporations Act 2001, Accounting Standards and other mandatory financial reporting requirements In

Australia, a view which is consistent with our understanding of the company’s financial position, and of its performance

as represented by the results of its operations and cash flows.

We fermed our audit opinion on the basis of thase precedures, which included:

—examining, on a test basis, information to provide evidence supporting the amounts and disclosures in the financial
report, and

—assessing the appropriateness of the accounting policies and disclosures used and the reasonableness of
significant accounting estimates made by the directors.

While we considered the effecliveness of management's Intemal contrels over financlal reporting when determining

the nature and exient of our procedures, our audit was not designed to provide assurance on internal controls.

Statement of continuing Independence

The auditor’s independence declaration provided fo the Direclors of Avastra Limited dated 13 September 2008 and
included on page 12, would be unchanged if provided to the directors as at the date of this report.

Audit Opinion

In our opinion, the financial report of Avastra Limited is in accordance with:
a. the Corporations Act 2001, indluding:
i. giving a true and fair view of Avastra’s financial position as at 30 June 2006 and of it's performance for the
year anded on that date; and
fi. complying with Accounting Standards in Australia and the Corporations Regulations 2001; and
b. other mandatory professional reporting requirements in Australia.

William Buck
A.B.N. 1€ 021 300 521

L7

L. E. Tutt
Partner
Sydney, 15 Septamber 2006
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ASX Additional Information

Additional information required by the Australian Stock Exchange Ltd and not shown elsewhere in this

report is as follows. The information is current as at 31 August 2006.

a) Twenty largest sharcholders

The names of the twenty largest holders of quoted ordinary shares are:

Number of % of

shares  ordinary

shares

New Millennium Fund Pty Ltd 3,643,422 12.09
Atefa Lid 2,614,523 8.67
Mr Paul Ralph 2,301,787 7.64
Queensland Investment Corporation 1,857,138 6.16
Mr Gregory Fagan 693,044 2.29
Mr Simon Mitchell 656,089 2.18
Mr Michael Dalsin 647,500 2.15
JH Nominees Limited 600,000 1.99
Mr David Qakley 570,000 1.89
Mr Roger Greene 460,400 1.53
ANZ Nominees Limited 447,001 1.48
Diemar & Associates Pty Limited 390,524 1.23
Dr Gary Pace 361,046 1.20
Locope Pty Limited 330,600 1.09
Dr John Holaday 318,000 1.05
Dylide Pty Ltd 272,200 0.90
Wise Superannuation Pty Ltd 260,600 0.86
Mr Robert Stainley 250,600 0.83
Mr Paul Young 250,000 0.82
Dr Matthew Harris 231,500 0.77
Tota) 17,154,174 56.82

b) Distribution of equity securities

The number of shareholders, by size of holding, in each class of shares are:

Number of Number of

holders  ordinary shares

I to 1,000 17 9,983
1,001 10 5,000 134 462,028
5,001 to 10,000 83 737,712
10,001 10 100,000 186 7,294,623
100,001 and over 52 21,633,805
Total 472 30,138,061
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ASX Additional Information

There are no shareholders holding less than a marketable parcel of shares.

¢) Substantial shareholders

Substantial shareholders (owning more than 5% of the share capital) in Avastra at 31 August 2006 are set

out below.
Number of
Ordinary Shares %o

New Millennium Fund Pty Ltd 3,643,422 12.09
Atefa Ltd 2,614,523 8.67
Mr Paul Ralph 2,301,787 7.64
Queensland Investment Corporation 1,857,138 6.16
Limited

d) Votiag Rights

All ordinary shares carry one vote per share without restriction.

¢) Stock Exchange

The Company’s securities are not quoted on any stock exchange other than the Australian Stock

Exchange.
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Highlights !
‘ !
N
f;/>/’"Ll
@ Financial Highlights N\
: Revenue from ordinary activities = $13.32M
Up $13.08M on 2006
Q@ Receipts from customers = $15.04M
Up $15.04M on 2008
@D Cash Flow from operating activities in H2 2007 = $2.74M
-~ Up $4.92M on H1 2007
@@ Cash at June 30, 2007 = $8.06M
C Up $4.31M on 2006
cj Operating EBITDA (adjusted) H2 2007 = $1.35M
Up $2.64M on H1 2007
— Operating NPAT {adjusted) H2 2007 = $1.01M
@ Up $1.90M on H1 2007
L.
—
o .
ompany Highlights
g@ - Six sleep diagnostic company acquisitions in eight months,
B—
@@ - Three prospective acquisitions recently announced. New York region acquisition will give Avastra
geographic reach into two of the most populated east coast US states of New York and Florida.

g:)é - Second largest sleep diagnostic company in the United States.

g____ - 25 centres, 128 beds within Avastra facilities, 147 beds within Qutreach facilities far a total
— or 275 beds under management before new acguisitons.

Cv:: - Focus on clinical research revenues paying off handsomely,
&, - Employer of approximately 340 staff (before new acquisitions).

- Large pipeline of future acquisition targets and start-up opportunities identified.

Greenberg Traurig, LLP
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Chairman’s Letter

| M—— |
r——Dear Shareholders,
AN

7 ‘IE is my pleasure to present the 2007 Annual Report for Avastra. This year represents a flourishing period of significant
'\_/transition and growth far the company, seeing both the successful execution of early consolidation of the US sleep
laberatory market and a marked increase in revenue for the company from this new business strategy.

71 -At the General Meeting in Brisbane on 29 August 2006 shareholders unanimously voted to change the nature and
Gbs\caie of the company’s activities to operating sleep laboratories with the focus on being the leading sleep diagnostic
\*"/service provider in the United States. From this period until the end of fiscal year 2007, Avastra has exceeded
qveryone's expectations and has penetrated the sleep centre market in the United States quite substantially. The
following are some of our more significant accomplishments:

‘s Currently, Avastra is the second largest sleep centre diagnestic company in the United States market with
——  Company booked sales revenues for FY2007 of $12,997,000.

* Avastra currently has 25 sleep centres with 128 beds, and management service agreements covering an additional

147 beds, for a total of 275 beds. The Letters of Intent {LOI's) Avastra recently signed add another 9 centres and

| D 42 beds. Avastra plans to use its cash-on-hand to acquire these centres. Therefore, if the LOI's are closed, as
planned, Avastra will have 34 centres and 317 beds in the United States.

Avastra successfully acquired two ‘hub’ businesses, Pacific Sleep Medicine in the west and the sominSleep Group
—~_—1 inthe mid-west, and has signed a purchase agreement for a third hub business with locations both in New York

£ and Florida.
@)

NI+ After acquiring Pacific Sleep Medicine as a hub, Avastra successfully acquired 4 spoke companies on the west
coast of the United States, Sleepwell, PDX, California Sleep Sclutions and, mast recently in July, Complete Sleep
! Analysis in Arizona. Avastra also recently signed an LOI for a 5th west coast region spoke company.

S:L—-, Avastra has successfully recruited and/or promoted a highly compstent leadership team. In addition, Avastra
currently has approximately 340 employees.

‘\G ' Avastra currently employs or has exclusive service contracts with 12 board certified and renowned sleep doctors.

(6. Avastra is the dominant sleep centre operation in California, the largest US state with a population of
il __J_-_ -38 million people.

The transition to becoming one of the largest operators of sleep laboratories in the US has left Avastra in a very strong
fL . position. As one of the few well capitalised sleep centre companies in the US, we are well placed to continue our
,,'«\Q‘JBOQraphic expansion through acquisition and greenfield openings. In addition to our current Letters of Intent, the

company is in discussion with a large pipeline of companies with regard to joining the group and we expect to
“IZ»announce several new acquisitions in the corning financial year.

I:LJLA central theme in Avastra’s business model is to acquire existing, established and profitable sleep centre companies.

———"As part of cur acquisition strategy, we have designed an "earn-out” purchase structure that requires the seller to stay
on for a period of between 3 to 7 years in order for the seller to be fully paid for their company. As the Chairman of
Avastra, this structure gives me great confidence in the growth of the company. In short, when Avastra acquires an
organisation, the seller has perfectly aligned incentives within Avastra to grow the company over an extended period
of ime. This is especially elegant in a ‘nub-and-spoke’ growth strategy, where the seller stays on as the hub leader.
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Chairman’s Letter

%
=)

C""lin“addition, we are expanding the product/service offerings in all of our acquiring companies to include four major
If""’{_reT/enue-producing products/services. They are as follows:

! * Research: The first and most lucrative product line is our research services offered to pharmaceutical
companies in their effort to get a sleep drug approved by the FDA in the US. In order to get this approval, a

i@ drug company must test the drug in people under physician supervision. Avastra is already one of the
largest providers of this service in the US sleep industry.

* Diagnostic: Our second and largest product line is our ¢linical diagnostic service, This is best known as a

‘@D sleep test, where a patient may have problems with sleep and are referred by their physician to our sleep
@@ laboratory for an overnight test.

¢+ Medical Equipment: Our third important line of revenue, Durable Medical Equipment, is accomplished by
| providing and customising CPAP (Continuous Positive Airway Pressure) machines and related supplies. This
)3 product and service is one of the key treatments of patient sleep disorders.

* Ambulatory or “in-home" diagnostic: While this line of revenue reprasents a very small amount of our
revenus, Avastra has the capability to take advantage of a possible ruling by Medicare to reimburse this type
of diagnostic service.

r\?’s with all acquisition and consolidation strategies, one of the keys to our success is the ability to integrate these

acquisitions into a cohesive and synergistic organisation. From an cperational perspective, we have demonstrated the
(bellity to integrate acquired businesses into the Avastra platform, Qur back office operations, biling, accounting,
-=_marketing, HR and other functions are now centralised and systems are in place, or in development, in order to provide
o fulk management reporting. Equally important, we are creating an integrated culture that is performance based and

( hDJmanistic.

SN

G‘r?wing our presence In the US sleep lahoratory market is an exciting opportunity, but is highly dependent on our
(thlented, hard working staff. Without them, we would not be the organisation we are toeday and for this | thank them. The
(_ company plans te focus on developing the skills of our staff moving forward with the commitment of making Avastra the
s preferred employer within the industry.

(G During the year we welcomed Geoff Garside, Troy Shadian and Simon Mitchell to the Avastra Board of Directors. Each of
>_Qese Directors brings a wide range of skills in healthcare, governance and cerporate finance. Along with Dr. George
( Steinfels, | thank them for their contributions in positioning Avastra as a leader in the industry.

r‘—tastly, | would like 10 welcome all the new shareholders to the company and thank them for their confidence and ongoing
support as evidenced fromn the number of new shareholders that we now consider our partners. Your Board foresees a
El._positive and productive future in the years ahead and looks forward to reporting even greater results during 2008.

—

( @spect‘fully yours,

Dr. Mitchell Rosenberg
Executive Chairman

2007 Annual Report St 3.
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Company Overview S :

Leading Market Position

— September 2007, only 10 months after making its first sleep centre acquisition, Avastra is one of the largest operators of
Csleep laboratories in the USA. The industry is, though, highly fragmented and Avastra’s market share, at this point, is
-thought to represent 2% of the overall US sleep diagnostic market. Over time further consaiidation is expected and

|

|
/ma\stra is a healthcare service company that owns and operates sleep diagnostic centres across the United States. At 30
/’CAvastra plans to lead this process.

\—In-a short period, Avastra has taken a leading position in the US sleep diagnostic market. Its 25 centres are spread |
across 10 US states including California, Oregon, Arizona, Utah, Kansas, Missouri, South Dakota, lowa, Nebraska and |
Missouri. The company has announced its desire to aggressively expand its geographic reach in the future and has plans

{ \g_to/\ acquire or start-up centres on the US East Coast and many other areas.

?/Revenue Streams

T!le Company provides a comprehensive range of services and products to the large population of sleep disorder
sufferers across the United States. As well as offering in-laboratory testing, ambulatory testing and a wide range of
|*products for treating sleep disorders including selling CPAP machines manufactured by ResMed, Respironics and Fisher

and Paykel, Avastra is a leader in conducting clinical trials for research organisations. Avastra generates revenues

= - _through:
@S!eep Diagnostic Studies
( There are a number of diagnostics studies undertaken on sufferers of sleep disorders. Avastra receives referrals from
) referring physicians. Independent studies suggest that as few as one in ten cases of sleep disorders have been

are undertaken at Avastra clinics, scored by Avastra technicians, interpreted by Board registered sleep physicians and
the results returned to the referring physician. Overwhelmingly, these tests are paid for by the patient’s health
{ insurance provider, Some of these tests include:

g

D diagnosed in the United States, and physician and public awareness of sleep disorders is growing over time. The tests

- Overnight Sleep Studies (polysomnogram or PSG) — Used to detect a wide vartety of sleep disorders but
primarily is undertaken for patients suffering with sleep related breathing disorders, including sleep apnea.

(a‘[y - Nap Studies {Multiple Sleep Latency Test) - Charts the time to fall asleep in quiet daytime situations. it is
used to diagnose narcolepsy,

—
( 2 - Maintenance of Wakefulness — Used to determine how alert a patient is during the day and whether the
patient is capable of staying awake for defined periods.

CPAP study — Used ta determine the correct pressure for CPAP therapy in patients with sleep apnea.

&‘At present ambulatory diagnosis, also known as home diagnosis, in the US is not reimbursed by Medicare or most
( private health insurers. This situation is presently under review by the Centres for Medicare and Medicaid Studies
(CMS). If CMS does approve this change Avastra would benefit from the opportunity to increase its pengtration of the
’_L _ﬂ_ undiagnosed sleep disordered breathing market.
—~—2. Research

Avastra is fortunate to have many board certified sleep physicians, who are diplomates of the American Board of Sleep
Medicine, linked with its sleep centres. These doctors are widely published experts in sleep disorders and are regularly
called on by sponsors of research organisations to conduct research trials on behalf of Global 1000 pharmaceutical
companies. These trials vary and can focus on sleep disorders, for example insomnia or excessive daytime slespiness, or
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=

C—the impact on sleep of developmental drugs for other systemic disorders, for example pain or migraine. Research trials
—ifIVolve a wider range of physical testing, for example blood pressure, all vital signs, blood testing, drug screening, and
;Ccogmtwe testing. Inpatient studies can range from 6 PSG's per patient to 10 or more PSG's per patient.

/—Sleap research is an aspect of Avastra’s business that has considerable barriers to entry, snjoys high margins and is

! Ceﬁ:ected to grow strongly as more pharmaceutical and biotech companies focus on this medicat specialty, an area of
significant unmet clinical need. Competition for clients in this segment tends to focus on guality and speed of service, as
?onsed to price. Analysis of therapeutic agents nearing or in clinical trials reveals that clinical research for sleep disorders

/Q-liﬁexpected to grow considerably over the next five years.

N

More racently, the company has been investigating opportunities to further expand its research business. As we achieve a
l@@der geographic presence our sites become attractive, not only for sleep research, but for a wider range of clinical trial

protocols during the daytime. The opportunity to further leverage the Avastra brand and centres as a site management
——organization is considered a significant opportunity.

/
— 3. Durable Medical Equipment {for sleep breathing disorder patients}

[~——Meédical devices, also known as durable medical equipment (or DME), are regularly prescribed for sleep-disordered
i (-“breathmg The mainstay therapy for sleep apnea and other sleep disordered breathing conditions is CPAR, or continuous
AT Egsmve airway pressure. CPAP is a widely accepted, proven and popular method for treating sleep apnea. Cral
— -appliances, and other non-DME therapies, are also occasionally recommended.

‘,xC,The sale of DME, particularly CPAP generators and their disposable accessories (tubes, masks etc), is a growing segment
of Avastra's business. The careful clinical delivery of these machines and aftercare of the patient is crucial to achieving

{ hugh compliance levels. Additionally, DME users require resupply of flow generators, masks and tubing on a regular basis

\__throughout their life. Logically, high custormer satisfaction of products dispensed at Avastra centres is vitally important to
achieving high resupply rates.

i,]_( Hub and Spoke Strategy

Since last August 2006 when shareholders overwhelmingly approved the sleep centre acquisition strategy, the company
(G r_lgs been busy pursuing this goal. In late Navember 2006 Avastra anncunced the acquisition of Pacific Sleep Madicine, a
~—large multi-centred group (or hub) located in southern California, The acquisition of the somniSteep Group provided
{ ’—Elvastra with a second hub business in the mid-west. Acquitions of regional businesses, including Sleepwell, California
L--ZSleap Solutions, PDX and Cornplets Sleep were undertaken as spoke acquisitions to leverage off the systems and
rasources of the hubs.

E?E:_:Avastra plans to continue the hub and spoke strategy in its future expansion plans. Hubs are characterised by their size,
~——established management teams and quality systems developed over many years of business. Besides providing sleep
( d?e}gnosnc studies and DME to customers, these businesses have strong relationships with well-known sleep physicians
and have exploited opportunities in clinical research. Spokes are usually smaller in size, generally cannot offer clinical trials
ﬂ; serwces and may have less developed systems in place but are well positioned to leverage off accounts, marketing, HR,
— —sopply and other functions within the hubs,

Avastra's goal is to introduce new lines of revenue from the ‘hub' businesses to the 'spoke’ businesses, especially clinical
trials revenue. Most importantly, Avastra achieves higher bed utilisation rates for its research business by using a hub and
spoke model.
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Tha directors of Avasira Ltd present Lheir reporl on tha company and its conirolled entities for the year ended 30 June 2007 and
> repart In accordance with a resolution ol the diractors as follows:
Directors
— The following persons were directors of Avastra Lid during the financlal year and up lo the dale of this report:
| Cr Mitchell M Resenberg {Exaecutive Chairman) {appointed Director 23 January 2007, appointed Chairman 27 Apnl 2007,
N appointed Executive Chairman 20 September 2007}
Mr Simon J Mitchell (Exacutive Director) {appoaintad § April 2007)
Mr Geolirey S Garside {Nor-executive Direcior} {appointad 22 November 2006)
{ O Mr Troy Shadian {Non-executive Director) {appointed 23 January 2007)
Dr George Steindels (Norrexecutiva Director)
Mr Michael P Dalsin {Non-exacutive Director) {resignad 24 January 2007)
Mr Roger S Greene (Non-executive Director) {resigned 24 January 2007)
! l \ Mr Guy M Aird {(Non-executive Director) {resigned 5 April 2007)
*\_'/ Mr lan C Sandiord, (Nor-executive Chairman) {appointed 22 November 2006, resigned 27 April 2007)
Mr Gregory D Fagan (Nonexecutive Director) {resigned 5 April 2007)
iw Directors were in oflice for the entire period unless stated otherwise.
[ Principatl Activity
) Cn 29 August 2006 shareholders of the company approved a significant change to the nature and scale of the company's activities. From that point the principal
[ activity of ihe entities in the consolidated group was 1he operation of sleep diagnostic clinics in tha Uniled States,
Operating Results
[ E—— The net loss Tor the year after providing for Income lax was $2,035,000 (2006: $3,000,000 loss). Included in the loss were non-cash share-based payments ol

$2,071,000 and foreign exchange losses of $124,000. After adding back these non-cash items the adjusied net prafit after tax was $123,000. Operating activilies
have generated positive cash flows of $554,000. $2,742,000 was generated in the second hall of the year which more han covered negalive cash flow in the first
D half associated with the thange of business.

Dividend Paid or Recommended
1 N dividend has been recommended out of the prodils of the parent entity for the year ended 30 June 2007 nor has a dividend been paid or declared since the end
of the previous linancial year,

Review of Operations

On 7 December 2006 the company was re-isted on lhe Australian Stock Exchange atter shareholders approved a change 10 1he nature and scale of the
company's activities and after completing a capital raising of approximately $8 million through a placemnent and an entitlemants offer.

On 30 Novernber 2006 the compary completed it first acquisition, Pacific Sleep Madicina Services, Inc, a profitable and long astablished Calilornia based sleep
( centre business, A lurthor four profitable sleep centre groups have been acquired prior 1o 30 June 2007,

Financial Position
Alter tha initial capltal raising of $9 miltien completed in December 2006, a furiher $5,840,000 was raised in April 2007. At 30 June 2007 tha group retains a cash
balance of over $8 million and has a further $5,759,000 In receivables. $9 million has been invested in the acquisition of slsep centre businesses and $400,000 on

‘ G propanty, plant and equiprment, inchuding & rew IT operating system,
At balance date $15,853,000 has been recordad as 1he lair value for deferred considaration payabla to the vendors of acquired sleep centre businesses based on
P the acquired companies achieving expected eamings largets. Attor year-and $1.4 million of the amount due has been met by the issue of shares in the company 1o

that value, Over thrae years a further $4 milion will also be met by 1he issuc of shares to that value. In addition, the vendors of the somniSleep Group have the
oplion to receive $1.76 million in cash or to be issued 2 million shares in the company or to receiva any combination of cash and shares to the value of $1.76
miflior,

Q. Significant Changes In State of Affairs

= Shareholders of the company approved a signiticant change 1o the natura and scale of the company's activilios on 29 August 2006 . From that point the principal
aclivity of the entities in the consolidated group was the oparation of sloep diagnostic clinics in the United States, There wore no other significart changes in the
state of afiairs of the consolidated group during the financial yoar.

After Balance Oate Events

On 27 July 2007, the group acquired 100% of the issued capital of Complete Sleep Analysis, LLC, a sleep centre business in Arizona, United States, for a
purchase consideration of $173,300 satisfied by the issue of 60,000 ordinary shares at an issua price of $0.595 each and the paymen of US$122,000. The issue
price was based on the market price on date of purchasa, Furiher cash payments of up to US$100,000 may be made over 3 years after complation dependant on
Complete Sleep Analysis, LLC achiaving certain sarings targets. The dinancial effect of this transaction has not been brought to account in tha 2007 financial
report,

No othor matters or circumstances have arisen since the end of the linancial year that hava significantly affected or may significantly aftect:
(i) the operations of the consolidated group;

{ii) the resuits of those operations: or

{iii} the state of atiairs of the consobidated group,

—
' e
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e+ Fiflure Dovelopments, Prospects and Business Sirstegies
{,// To further improve sharehoider value the group intends 16 acquire furthér profitable sleep centre businesses in the Unied States. In aodition, improvements in the
| ——| management ol acquired businesses and the benefits from combining thase businosses are expecied to assist In the achievement of tho consolidated group's long-
term goals,
information on Direciors
Particutars of directors’ qualifications, experisnce and spacial responsiofltios are as loflows:
@ Dr Mitcheld M Rosenberg " Exscutive Chairman (appoina] Director 23 January 2007, appointsd Chalrman 27 Apel 2007, appoinisd Executiva Chairman
20 September 2007)
Quafifications - MSc, PhD
Experionce - Dr Resanberg has over two decades experence in the area of Operational Manag t, Human R and
Orpganisational Development. He was Teaching Assistant to Peter Orucker during graduate school. Twolva of those years
were spent in Human R and Organisal Development in the Banking sactor, working lor such large financial
institulions as Washinglon Mulual Bank, American Savings Bank and Greal Westorn Bank, As the Chigi Peopla Officer lor a
Sequola Capital backed technology and markating cnmpany. Hannonlc Communications, Dr Rosutl:urg was responsible jor
'\,J leading the development of a "rexl generation” orgar | er 1t. Under his leadership as Executive Vice President
and Director of Business Services 1or Ameriquest Capital Corporation, the company was a rinallsl in the Forune 100 “Best
Companies lo Wark For.* Prior to founding his own consutting firm M.M. Rosenberg & Associates, Dr Rosanbergy was CEO
j of The Picarma Group, an international investment firm managing a portfolo of loans and real esiais valued in excess of
[— US$7 billien.
Spaclal Responsibilities - Chalrman of the Remuneratlon and Nominatlon Commitiee
c— } Directorships heid in other Isted
D; entitios - Ambr Limited (resigned 21 August 2007)
Mr Simon J Mitchell - Exscutive Director (appointad 5 Apell 2007)
A CQualifications - B App S¢, MBA, GAICD
Lz .
Experience - Mr Mitchell has over 20 years experience a3 a manager, owner and investor in the healthcare industry, Most recently Simon
was with the Queensland Invastment Corporation as an Ir h ger lor two of QIC's bictach-locused venture capetal
tunds. He has also been employed with aeveral intemational eyecare companies including a joint venture partnership with the
| Specsavers/Visionplus Groug in the UK. He sits on 2 number of committees including the Royal Chikdren's Hospital
Healthcare Cammitiae in Brisbane and maintains regl ion as an Op i
@a He has an MBA majoring In new venture management and finance from the BGSE, a degres in Optemetry from QUT and a
I\ / c ) bread interest in the provision of healthcars services,
|: l\‘
T
lfa Mr Geotfrey S Garslde - N stive Direcior (app d 22 November 2006)
Qualifications - FAICD, FCPA, FCIS
~ Experience - Mr Garside has a wealth of experlenco gainad in accounting, corporale finance, treasury rish management, company
| socrolarial and administrative roles over a 30-ysar carser, Ha has been employed with blue chip International corporations
3 inchucing Amcor Limited, Pfizer Corporation Inc. and the Dalgety Group. Geoff alto has considerable managemant
consulting experk , having advised m large A Jan corporations and Govemmeni departments and agenches
on finance and Coporate ressury matiers and was instrumental in gaining fcensing under the Financlal Services
Regulations. Hoe has representad professional assoclations and is a FAICD, FCPA and FCIS, Ho Is a former Nationa)
{ l Presidenl of the Australian Society of Corparate Treasurars.
™ | Geotf has held both executive and nom-executive Director Positions with saveral organizations and is currently Chief
Executive Officer of The Ductors’ Health Fund Limited, a national restricted access private health insurance fund.
O Special Responsibiiies - Chair of the Audit and Risk Committee
"o
. 3 I
l__._ ! lf Mr Troy Shadian - Non-sxecutive Director (appointed 23 January 2007)
=1 Qualifications - BA, MBA.
Experionce - Mr Shadian Is a partnar in Core Capltal Investments, a private equity firm which has acquired aver $100 million of hospitality
sector businasses and commaercial property since 2003, He s also the prasidant of & corporals finance consulting firm.
Since 1999 the firm has provided advisory services on over §4 billion of transactions.
Previcusty, Mr Shadian was in the lixed income dvision of Morgan Stanley using the fim's capstal o make debt investments.
His giher experience inchudes underwriting debt for Nomura Securities and acquinng and managing regl estale lor Gokdman
Sachs & Compary in s real estats principal investmenlt area.
Special Responsibitities + Chair ol Busingss Acguistion Committes
Member of Auckt and Risk Committes
g
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e
L Br George Steintels - Nan-axecutive Director
Exporience - Dr Steinfels has over 25 years experience in the pharmacautical industry and |s currantly the Chisf Business Oificer and

E - 1 Quaifications - Ph.D, MBA '
Saenior Vice Prosident Clinical Development at Rexahn Pharmecouticals, inc. He has extensive operational experience in
multinational comparies that included development of strategic plans 1o rapidly grow business units through acquisition of
exisling providers in the targeted services. Ha further has axperienco in managing 8 US$12 milion rosearch budgot with 45

rasearch scientists, and developed praclinical and dinical development strategies for over 50 new chemical sntities and

products In therapeutic areas that include sleep disordors, r dogencrativa disorders, anxdety/depraession, schizophrenia
and pain.

Spacial Responsibilities Member of Nomination and Remuneration Committee

@
|

Mr Paul Jobbins, BBus (Accounting), CA, GDipAppFin

Ve
? / Paul Jebbing held the position of company secretary al tha end of the financial year, He was appointed to the position of Chief Financial Qllicer on 26 Seplamber
2006 and as Company Secratary on 23 January 2007. Previously he held the position of Chief Financial Officer and Company Secretary of the ASX Isted
k unicati pany, Reverse Corp Limited.
D j Remunerstion Report
This report detaits the natura and amount of remuneration for sach director and for tha ves iving the higl remunaration.
Remuneration pollcy
-

—| The group's remuneration policy has been designed 10 align director and exacutive objectives with sharaholder and business objectives by providing a fixed
remuneration componert and cifaring spacific long-term incantives based on key performance araas affecting the conscliiated group's financial results, The board
| D beliaves the ramuneration policy lo ba appropriate and effective in its ability 1o attract and retain tha bost executives and drectors to run and manage the
consolidated group as well as create goaf congruance batween directors, axecutives and shareholders.

| The board's policy for determining the nature and emount ¢f ramuneration lor board membars and sanior exacuthves is as follows:

The remuneration policy setting the terms and conditions tor the directors and executives was developed by the Remuneration and Nomination Committee
and approved by the Board.

AN exacutives may receive a base salary (which Is based on faclors such as lengih of service and experience), superannuation, fringe benefits, options ang
performance incentives,

The Remuneration and Nomination Committoe reviews exocutive packages annually by retorence 1o the group’s performance, execuliva parformance and

. comparable information lrom industry seclods and sther listed companies in simitar industris.
G
. \-../'r The performance of executives is measured against criteria agreed annually with aach executive and is based predominantly on the jorecast growth af the group's
t profits and sharsholders’ vakue. All bonuses and incentives musi be linked to predatermined performance crileria, The Board may, however, exercise its discretion
f:_ — in relation lo epproving incentives, boruses and oplions, and can recommend changes L0 the committes's recommendations, Any changas must ba Justified by
reference 1o measurable performanca critaria. The policy is designed to attract tha highest calibra of executives and rewarg them for performance that results In
‘ G lang-term growth in shareholdar value,

Exacutives are also entitled 10 participate in employaae share and option arrangements.

. ‘@Auslmﬂan based direciors and exacutives recetve superannuation guarantee centributions required by the government, which is currently 8%, and do not racehs
N any other retirement benafits. Some individuals have chasen to sacrifice part of their salary to increase payments towards superannuation.

tL All remunaration paid te direciors and executives is valued at the cost to the company and expensed. Options are valued using a binomial mathogology.
|
~ -\ Non-sxecutive Directors
( ( ;' The Board's policy is to remunerate non-executive diractors a1 market rales for comparabla comparsies for time, commitment and responsibilities, The
o ~ / remuneration committee determines payments to non-executive direciors and reviews their remuneration annually, Independent external advice is sought when
. — required. Fees for non-executive directors are not linked to pericrmance of the group however (o align directors’ interests with shareholder interests, the dueciors
nl_ i ara encoyraged, but not required, 1o hokd shares in the company.
I J l‘ﬁ Non-gxecutive directors fees approved by Lhe shareholders on 16 March 2007 are n&l to exceed $400,000 per annum, Directors’ base fees lor the yoar ondod 30

Jung 2007 were $43,600. Non-executive directors who chair committees of the Board recofve a furthor $8,720 per annum, The Non-executive Chairman roceived
$65,400 per annum, Non-oxecutive dirociors do not receive incentive based remuneration. Thore aro no provisions for any retirement bonafits other than statulory
requiremants.

Employ t of kay g personnal

. The employment conditions of key management personnel are formalised in contracts of employment which have unlimited durations. The contracts stiputate a
range of ona o three momhs resignation periods. The company may terminate an employment contract without cause by providing written notice or making
paymen in feu of notice, based on the individuals annual salary component together with a redundancy payment. Termination paymants are generally not payahie
on resignation or dismissal for serous misconduct. In instances of serious misconduct the comparny may terminate employrment a1 any time. Any options nol
oxercised before or on the date of termination will lapse.
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Directors and Key Manag ¥

2007

Directors

Or Michedl M Rosenberg (appointad
23 Janyary 2007)

Mr Simon J Mitchel {appeintad 5
Aprl 2007)

Mr Geofirey S Garside {apponted
22 November 2006)

W Troy Shadian (appointed 23
January 2007)

Dt Georga Stainfels

Mr Michael P Daksin (resigned 24
January 2007)

Mr Roger S Greane (resigned 24
January 2007)

Mr Guy M Aird (resigned 5 Apri
2007)

Mr lan C Sandford (appointsd 22
November 2006, resigned 27 Apck
2007)

My Giegory D Fagan (resigned 5
Aprk 2007}

Exsculives

M Paul Jobbins, Chiel Financial
Otficer & Company Secretary
(commenced 2§ September 2006}

Dr Milt Erman, Chief Medical QOfficer
[commenced 1 Decernber 2006)

My Tom Wiedel, Rezsaarch
Coordinator {commenced 1
Decamber 2006}

Ms Brandon Slavik, Executive Vice-

President (commencad 7 Jansary
2007)

M Eva Lin, Company Secretary
{made radundan! 2 February 2007)
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* Represents tha value of options granted to and exercised by directors during the year

Direciors and Key Manag P

2006

Direciors

Mr Gregory O Fagan

Dr Georga Stondels (appoinied 13
Apri 2006)

Mr Michael P Dalksin (2ppointed 26
October 2005)

Mr Roger S Greene (appointad 28
October 2005)

Mx Guy M Aird {appolnted 15
December 2005)

Mr Alan Thompson (resigned 4 Aprl
2006}

Mr Paul Ralph (resigned 16
Dacember 2005) -

** Paid 1o Colorado |
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Piy Ltd, a
Executives

Or Matthew Harrls, Interim Chief
Executive Officer {resigned 10 Apnl

2006)

Ms Eva Liu, Company Sacretary
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Directors’ Interests
\\ As al the date of this report, the interes!s of the directors or antities assaclated with them in shares and options of ths compary were;
% Ordinary
shares Options
 E——] Dr Mitcholl M Rosenbarg 500,000 .
E : Mr Simen J Mitchell 1,084,134 200,000
L Mr Geoftrey S Garside 100,000 .
- Mr Troy Shadian 159,800 .
Dr George Steinfels 50,000 -
(@)
Share options
Options granted o Directors and Executives of the Company
The following options wera granted 1o Directors or Exacutivas of the company during or since the end of the yesr:
/-D Date of Number of
I\g_/ tssue options issued
el Mr Simon J Mitchel 27 March 2007 200,000
@ f) Mr Michael P Dalsin 11 Seplamber 2006 1,000,000
L\‘ /j ‘) Mr Roger 5 Greena 11 September 2006 1,000,000
Dr George Steinfels 11 Seplember 2006 50,000
:) Mr Guy M Aird 11 Septamber 2006 150,000
| Mr Gregery D Fagan 11 September 2006 250,000
Mr Faul Jobbins 25 May 2007 500,000
Ms Eva Liu 2 Aprit 2007 40,000
Mr Kai Wonk-Woltf (Chisf
=1 Geaingomem, |
appointad 1 July 2007) 27 July 2007 1,000,000
‘:.i i :Di Other optlons granted
The lollowing options were granted during or since the eng of yoar:
Dato of Number of
;* i | Issue oplions issued
‘/'"\ Mr Grarm Markhart 27 March 2007 150,000
[ O ! Mr Michael P Dalsin 27 March 2007 200,000
\_J' Mr Roger S Greona 27 Mareh 2007 200,000
Mr George Suda 27 March 2007 200,000
(@@ Mr Ben Wright 2 April 2007 40,000
N Stanmore Capital Partners, LLC 27 July 2007 3,650,000
-
it-- —_ Optlons heid by Directors and E) itives of the Company
Balance at Qptions Optlons Options Balance at
( G 2007 172006 granted  exercised lapsod  30.6.2007
Mr Simon J Mitchel) . 200,000 - - 200,000
Mr Michael P Dalsin 1,000,000 1,000,000 (1,000,000} . 1,000,000 *
(O Mr Roger S Greene 1000000  1,000000 (1,000,000 . 1,000,000 *
- Dr George Steinfels 50,000 {50,000 . .
Mr Guy M Aird 150,000 {150,000) - .
Mr Gregory D Fagan 321,144 250,000 (250,000) (221,144) 100,000 °
i:L _ Mr Paul Jobbins - 500,000 . - 500,000
/‘___:\ Ms Eva Liu 40,000 40,000
C 3 2.321,144 3,180,000 {2,450,000) (221,144) 2,840,000
/j "Oplions held at date of resignation
Balance at Options Options Optlons Batance at
—[— 2006 1.7.2005 granted axercised lzpsed 30.6.2006
Mr Gragory D Fagan 321,144 - - - 321,144
Me Michaet P Dalsin (appointed 28 Cclober 2005) - 1,000,000 - - 1,000,000
Mr Roger S Graena {appoinied 28 October 2005) . 1,000,000 - - 1,000,000
Mr Alan Thompson (resigned 4 Apnl 2006) 100,000 - - - 100,000
Dr Matthew Hartis, Interim Chiet Executive :
Officer (resigned 10 April 2006} - 80,000 - - 80,000
Mr Pau Ralph (resigned 16 Decernber 2005) 247,807 247,807 *
421,144 2,080,000 - - 2,501,144

"Options held al date of resignation
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Unistired shares under options
Al tha date of this report the unissued ordinary shares of ihe Company undar option are as follows:
Number of Exercise  Expiry
Options Price Dale
950,000 $0.00 27 March 2012
3,650,000 $0.00 27 July 2012
130,000 $0.20 1 October 2008
80,000 $0.20 23 March 2010
750,000 $0.25 26 Ociober 2008
166,667  $0.35 25 May 22
500,000 $0.35 27 July 2012
1,250,000 50.40 26 Oclober 2008
166,667 $0.70 25 May 2012
500,000 $0.70 27 July 2012
320,000 $1.00 20 January 2008
166,666 $1.05 25 May 2012
2.630.000

No parson enliled to exercise options has any right by viriue of 1ha option 1o partkcipate in any share issue of any other body corporate,

During the year 1he follewing ordinary shares of the Company were issued on exercise of options. No amounts are unpaki on the issued shares.

lssue ptice Number of
of shares shares issued
$0.00 2,450.000
$0.20 25,000
Mestings of Directors
During the financial year 19 55 ol the pany's wera heid. The humber of meelings sach direclor of the company attended s as
tollows:
! Remuneraiion &
A | Audii & filsk Commitiee Nomination Commitiee
Direciors Maetings Moetings Maeetings
A B A 8 A 8
{ Dr Mitchell M Riosenberg 8 3 . . . .
Mr Simon J Mitchell 4 4 . . . B
Mr Geolirey S Garside 11 12 3 3 . .
] Mr Troy Shadian s a ’ 1 . .
Dr Gaorge Sieinfels 19 19 . . . .
1&_ Mr Michaed P Dajsin " " . ] ) )
- Mr Roger S Graene 11 1 - - - R
1 Mr Guy M Aird 14 15 . . . .
( (‘J ) M 12n C Sandford 7 & ; ; . .
\\\_ Mr Gregory D Fagan 15 15 - . . .
/
| O A« Number of moetings attenced.
B- Number of meetings elgible 10 attend.
Olrectors and Auditors tndemnitication
!L No indemnities have been given, of Insurance [emiums paid, curing or since the end ol the financial year, for any person who Is of has been an
| mi—— | ofticer or auditor of the consolidated entity oxcept for premiums pals by the Company 1o insurs eath of the directors against abilities for costs and
expenses incumed by them in defending any legal procendings arising o of thelr conduct involving a withid breach of duty In refation to the
‘ O Company. The lotal premium paid was $62,000.

Procesdings on Behalf of tha Company
No persan has applied for ieave of a Court ta bring procesdings on behalf of the Company or to intervena in any proceedings 1o which the company
is & party for tha purpose of taking respansibility on bahalf of the Company for all or any part of those proceadings,

Non-audit services
During the year William Buck, the Company’s auditor, provided the foliowing services in addlition to their statutory duties as set out in Note B:

Taxation services $8.600
Review of prospectus $31,000
Advice on financial report disclosires $4,260

The board of drectors has considered the position and, in accordance with advice received irom the audit commitiee, is satisfied thal the provision
of non-audit services is compatible with the general standard on independence impased for auditors imposed by the Corporattions Act 2001,
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Auditer's Indepsndence Declaration
Tha Lead Auditor's Independ Declaration under Section 307C of the Corporations Act 2001 is et out on page 13 and forms part of the

directors’ repert for the year endad 30 June 2007,

a. ding of A

—1
The company i an entity to which ASIC Class Order 88/100 applies and, accordingly, amounts in the financial statements and directors’ report
O have besn roundad to tha nearest thousand dollars,

|
|
AVASTRA LTD ABN 47 034 446 803 and CONTROLLED ENTITIES
Signed in accordance with a resclution of the Board of Directors.

I\.L_é-' 2) Dr Mitchell Rosenbarg

Executive Chairman

-
) Brisbans, 27 Septsmber 2007

el

[
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William Buck

Business Advisors
Chartered Accountants

Auditor's Independ, Ceclaration under Section 307C of the Corporations Act 2001 1o the directors of Avastra Ltd

I declare that, 1o the best of my knowledge and belief, during tha yoar ended 30 June 2007 Lthera have been:

{i) no contraventions ol 1ha auditor independenca requirements as sel oul in the Corporations Act 2001; and

(i) no contraventions of any applicabla code of professional conduct.
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Income Statement

L e
%AVASTRA LTD ABN 47 094 446 803 and CONTROLLED ENTITIES
mgONSOLIDATED INCOME STATEMENT
- __ FOR THE YEAR ENDED 20 JUNE 2007
[ -
= A Consolidated Group Parent Entity
Eg: NOTE 2007 2006 2007 2006
$'000 5000 $'000 $'000
@ Sales revenue 2 12,997 - - -
Inlerest recatved 3 325 244 610 244
OCther revenue 3 24 325 68 325
Cost of sales 8,171) - - .
\ G Cther employee benefils and expenses (4,304) {262) (1,054) (262)
Research and development - {850} - (650)
Other operating expenses § (4,682) (2,483) (2,855) (2.483)
Finance costs (456) - (1) -
Depreciation and amortisation {233) (174) H (174}
_.D ; LGSS BEFORE INCOME TAX {2,500) {3.000) {3,233} (3,000}
Income tax benefit -] 465 - 430
| SO |
———=; LOSS FOR THE PERIOD AFTER TAX {2,035) {3,000) (2,803} {3,000}
©
| Basic earnings per share 9 (3.1} {9.9)
Diluted eamings per share 9 (2.9} {9.9)

Notes to and forming part of the financial statements are attached.
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Balance Sheet

— —— e [ . L
:__\_:_\‘ AVASTRA LTD ABN 47 094 446 803 and CONTROLLED ENTITIES
%{:onsmmnﬁn BALANCE SHEET
AS AT 30 JUNE 2007
e
Nete Consolidated Group Parent Entity
:\; E 2007 2006 2007 2006
$'000 $'000 $'000 $'000
O GURRENT ASSETS
O Cash and cash equivalents 0 8,082 3,746 4,377 3,746
Trade and other receivables n 6,759 89 14,956 B9
Inventories 12 369 - - -
/’ Qther current assals 16 6§91 87 185 &7
\G_@ TOTAL CURRENT ASSETS 15,882 3,902 19,518 3,902
j /"\ NON-CURRENT ASSETS
y/;g Property, plant and equipment 14 3.029 43 2 43
Intangible assels 15 26,072 - - -
D Deferred tax assets 18 1,626 - 743 -
Other non-current assets 186 87 - - -
TOTAL NON-CURRENT ASSETS 30,814 43 745 43
TOTAL ASSETS 46,696 3,945 20,263 3,945
 I—
| D CURRENT LIABILITIES
Trada and other payables 17 2,044 168 215 168
Short term financial liabilities 18 1,298 - - .
{ Current tax liabilities 19 4,479 - .
15...:_..;..._] Short lerm provisions 20 236 6 3 8
/f:'—::\\ Othar current Babilitios 21 5,288 - - -
| P TOTAL CURRENT LIABILITIES 13,345 174 218 174
NI
~ NON-CURRENT LIABILITIES
[ U Long term financial liabiliies 18 1,833 - - -
o Deferred tax liabilities 19 1,260 - - -
':,L_] Other non-current liabilities 21 10,575 - - -
- TOTAL NON-CURRENT LIABILITIES 13,368 - - -
‘ G TOTAL LIABILITIES 26,713 174 218 174
NET ASSETS 19,583 3,771 20,045 3,771
@)
@3
EQUITY
Issued capital 22 30,031 11,130 30,031 11,120
(L Reserves 23 (654) - 176 -
7.3 Retained earnings {9,394) {7,359 {10,162} {7,359)
N
.: " ‘) TOTAL EQUITY 18,583 3,771 20,045 377
ST
L,
Notas to and forming part of the financial statements are attached.
2007 Annual Report - - 15.
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Statement of Changes in Equity
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AVASTRA LTD ABN 47 094 446 803 and CONTROLLED ENTITIES

moNSOLIDATED STATEMENT OF CHANGES IN EQUITY
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FOR THE YEAR ENDED 20 JUNE 2007

O

Rotainod

CONSCLIDATED ENTITY Issued capital Reserves earnings Total

$'000 $'000 $'000 $'000
Balance at 1 July 2005 10,841 - (4,359) 6,532
Now issuas 297 - . 267
Costs ol issue {39} - - {39)
Sharas bought back during the year (19} . (19)
Transfer to resarves - - - -
Profit/{loss) for the period - - (3,000) (3,000)
Balance &t 30 June 2006 11,130 - (7,359) 3,71
Balance at 1.July 2006 11,130 - (7,359) 3,m
New issuas 19,864 - - 19,864
Costs of issue [963) - - {963)
Transfar to reserves - {654) - {654)
Profit{loss) tar the paricd - - (2,035) {2,035)
Balance at 30 June 2007 30,031 (654} (9,394} 19,983

Retained

PARENT ENTITY issued capital Reserves earnings Total

$'000 $'000 $'000 $'000
Balznce st 1 July 2005 10,891 - (4,359) 6,532
New issues 297 - - 297
Costs of issue {39) - - (39)
Shares bought back during the year {19) . (19)
Transfer to reserves - - - -
Profit{loss) for the period - - {3.000} (3,000)
Balance at 30 June 2006 11,130 - {7.359) 3.
Satance at 1 July 2006 11,130 {7.359) 3,7
New issues 19,864 - 19,864
Costs of issue (983) . - (963)
Transler to raserves - 176 - 176
Profiti{loss) for the period - - {2,803} {2,803)
Balance at 30 June 2007 30,031 176 {10,162} 20,045

Notes to and forming part of the financial statements are attached.
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Cash Flow Statement

Tt 7 t

AVASTHA LTD ABN 47 094 446 803 and CONTROLLED ENTITIES
CONSOLIDATED CASH FLOW STATEMENT
FOR THE YEAR ENDED 30 JUNE 2007

Y/

nly

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers

Paymaents to suppliers and employoes

Interest received

Interest paid

Government grants

Other raceipts

RET CASH FROM OPERATING ACTIVITIES 27
CASH FLOWS FROM INVESTING ACTIVITIES
Paymants for acquisition of businesses {net of cash acquired) 27
Payments tor other businesses not yet acquired
Paymaents for praperty, plant and equipment

Payment for loans to related panias

Proceeds trom disposal of proparty, plant and equipment
NET CASH FROM INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issues of shares

Costs of Issues of shases

Repayment of borrowings

Payments for share buy-backs

NET CASH FROM FINANCING ACTIVITIES

Ne! increaso/{decrease) in cash held

% Cash al the beginning of the period

CASH AT THE END OF THE PERIOD

Notes lo and forming part of the financial statemenis are attached.

- —_ o Tt - -
Consolidated Group Parent Entity
2007 2006 2007 2006
Inflowa Inflows Inflows Inflows
(Outtiows} {Outtlows) {Outflows) {Outflows)
$'000 $7000 $'000 $000
15,043 - 264 -
{14,352} (2.621) (1,968} {2,621}
325 244 810 244
{456} - (1} -
- 23 - 23
- 287 - 297
560 {2,057) (1,093} {2,057}
{8,932) - . .
(a8) - - -
{403} {13) {3) {13}
- - (12,010 .
73 119 3 119
(9,350} 106 (11,982) 106
14,984 297 14,984 297
{1,278) 3% {1,278) {39)
(599} - - -
- (19) - {19)
13,107 239 13,706 239
4,07 {1.712) B3 (1.712}
3,746 5,458 3.746 5,458
8,063 3,746 4,377 3,746
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AVASTRA LTD ABN 47 094 446 803 and CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007

NOTE 1 - STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

Repariing Entity
Avasira Ltd {the “Company”} is a listed public company domiciled in Australia. The Enancial report covers the consolidated antity ol Avastra
Lid and controlled entities {"he Group™), and Avastra Ltd as an individual parant entity,

The Group operates sleep diagnostic ¢linics in the United States.

Basis of Preparation

Statement of Compliance

The linancial report of Avastra Lid and contrelled entitios, and Avastra Lid as an individual parent entity is a general purpose financial report
prepared in accordance with Australian Accounting Standards which include Australian equivalents to intemnational Financlal Reporing
Standards [AIFRS), adopted by the Australian Accounting Standards Board “AASE"), and the Corporations Act 2001, Compliance with
AIFRS ansures that tha financial repon, comprising the Enancial s1ataments and notes thereto, complies with Intamational Financial
Raponing Standards.

The following standards and amendments were available for earty adoption bit have not been applied in the financial report:

s AASB 7 Financial instruments: Disclosure (August 2005) replacing the presantation requirements financial ingtrumants in AASB 132,
AASB 7 is applicabla for tinancial reporting periods beglnning on or afler 1 January 2007,

s AASB 2005-10 Amendments to Australian Accounting Standards {Seplember 2005) makes consequential amendments to AASE 132
Financial Instruments: Disclosures and Presentalion, AASE 101 Presentation of Financial Statements, AASB 114 Segmant Reporting,
AASB 117 Leasas, AASB 133 Earnings Per Share, AASB 139 Financlal Instruments; Recegnition and Measuromeni, AASB 1 First
Time Adoption of Ausiralian Equivalants to International Financtal Reporting $tandards, AASB 4 Insurance Contracts, AASB 1023
Genaral Insurance Contracts and AASB 1034 Life Insurance Contracts, arising from tha releass of AASB 7, AASB 2005-10 is
applicable for reponing periods beginning on ar after 1 January 2007,

It is anticipated that the above standards {where applicable) when adopied will only impact on disclosures.

Reporting Basis and Conventions
The financlal report is presented in Australlan dollars,

The preparation of a financial report in conformity with Australian Accounting Standaros requires m 0 1o make judg 1
estimates and assumptions that effect the application of policlas and the reponied amounts of assets, Babiliies, revenue and axpanses.

. Critleal Accounting Estimates and Judgments

Tha estimates and judgments Incorperated into the financial report are based on historical experiencas and the bast avaitabla current
Infermation on currant trends and econemic gata, oblained both axternally and within the group, The estimates and Judgements made
assume a reasonable expectation of futuro avanis bul actual resufts may differ from these estimates. Judgmani has been used In
estimating deferred consideration payable 1o vendors of acquired businesses where a partion of the deferred consideration payable Is
subject ta the fulure aarnings of 1hose acquired busingsses.

. Key Estimaias = Impairment
The group assesses impairment at sach reporting date by evaluating conditions specific to the group that may lead to impairmen ol
assets, Where an impainment trigger exlsts, the recoverable amount of the asset is determined. Vatua-in-use calculations performad in
assessing recoverable amounts incorporate a number of key estimates.

The estimates and underying assumptions are reviewed on an ongolng basls. Revisions to accounting estimates are recognised In the
period in which the astimate s revised il the revision affects only that period, or in the pariod of tha revislon and luture perlods if tha revislon
affects both current and futura periods. There wara na key adjustments during the yaar which required sccounting estimates and
Judgemants.

The financial report has been prepared on an accryats basts and is based on histovical costs modified by the revaluation of selected non-
turrent assets, financial assets and {inancial labilitles ior which the falr value basis ol accounting has been applied.

The {ollowing is a summary of the matarial accounting policies adopted by the consolidated entity in the preparalion of the financial report.
The accounting policies have been consistently applied, uniess otharwise stated.

Accounting Policies

a.  Principles of Consclidation
A controlled entity Is any entity Avastra L1d has the pawer lo control the linancial and operating policies of so as 1o obtain benefiis rom
Its acivities. A list of controlled eniities is containgd In Nale 13 to the fingreial statements, All controlled entities have a June financial
yaar-and.

Al Inter-company balances and transactions betwaen entltlas in the conaolidatad entity, Including any unreallssd profits or losses,
have been eliminated on consolidation. Accounting policies of subsidiaries have been changed where necessary (o ansure
consistencies with those policies applied by the parent antily.

18.
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AVASTRA LTD ABN 47 094 446 803 and CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007

NOTE 1 - STATEMENT QF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Principles of Consalidation {centinued)
Where controlled entities have entared or laft the consolidated entity during the year, their operating results have bean
included/excluded from the date control was obtained or until the date control ceased.

incoma Tax
The charge tor current income tax expense is based on the profit for the year adjusted for any non-assessable or disallowed items, It
is caiculated using the tax rates that have been enacled or are substantiafly enacted by the balance sheet date.

Deterred tax is accounted for using the balance sheet Sability mathod in respect of temporary diffarences arising betwean the tax
bases of assets and liabilities and their carrying amounts in 1he financial statements. No deterred income tax will be recognised from
the Initial recognifion of an asset or liability, excluding a business combination, where there Is no eflect on accounting or taxabfe profit
or loss,

Deferred tax is calculated at the tax rates that are expected to apply to the period when the asset is realised or liability Is settled.
Detarred tax is credited in ihe incomo statament excapl where it relates to itams that may be credited diractly to equity, in which case
the deferred tax is adjusted directly against equity.

Defarrod incorme tax assets are recognised to the exient that it is probable that future tax profits will be available against which
deguctible temporary differences can be utilised.

Tha amount of bensfits brought to account or which may be reglised in the future is based on the assumption thal no adverse change
will eccur in income taxation legislation and the anticipation that the consolidated entity will derive sufficient future assessable income
to enable the benefit to be realised and comply with the conditions of deductibility impased by the law.

Inventories
Inveniories are measured at the lower of cost and net realisable value.

Propenty, Plant and Equipment
Each class of property, plant and squipment is carried al cos! or fair value less, where applicable, any accumulated depreciation and
impairment losses,

Plant and equipment
Plant and equipment are measured on the cost basis.

Tha carrying amount of plant and equipment is reviewed annually by directors to enswre it is not in excess of the recoverable ameun!
from these assets. The recoverable amount is assessed on the basis of the expected net cash tlows that will be received from the
asset's amployment and subsequent disposal. The expected net cash fliows have been discounted to thelr prasani values in
determining recoverable amounts.

The cost of fixed assets constructed within the consolidated entify includes the cost of materials, direct labour, borrowing costs and an
appropriate proportion of fixed and variable overheads.

Subsaquent costs are included in the asset's carrying amount or racognised as a separate asset, as appropriate, only when it is
probabte that futura econgmic benefits associated with tha itemn will flow to the group and the cost of the item can be measured
raliably, All other repairs and maintenance are chargad (o the income statament during the tinancial period in which they are incurred,

2007 Annual Report
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Notes to the Financial Statements

AVASTRA LTD AEN 47 054 446 503 and CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007

Y

N
|//1NOTE 1 - STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (Cantinued)
 U——

d Property, Plant and Equipment (continued)
E)g Doprociation
The depreciable amount of all fixed assets including capitatised loase assats Is depreciated on a straight-line basis over their useful
/‘“'\ lives to the consolidated entity commancing from the lime the asset is held ready lor use, Leasehold improvements are amorised
O ' over the shorter of either the unexpired period of the lease or the estimated useful lives of the improvernents,

The depreciation rates used lor each class of depreciable assets are:

I S Class of Fixed Asset Depreciation Rate
l \_I Diagnostic equipmeni 15=20%

Plant and equipmant 15-20%
Leasehold improvements 2.5-25%
Motor vehicles 20%
|D The assets’ residual values and useful lives are reviewed, and adjusted If appropriate, at aach balance sheet date.
I An asset's carrying amoun! is written down immediately to ita recoverable amount if the asset's carrying amount is greater than lts
estimated recoverabls amount,
—— Gains and losses on disposals are determined by comparing proceeds with the carrying amaunt. These gains and losses are included

in the income statement,

-

Leases of fixed assets where substantialiy all the risks and benefits incidental to the ownership of the asset, but nol the legal

C—C_t ownership that is ransterred to entities in the consclidated entity, are classified as finance lzases.

- 1 Finance leases are capitalised by recording an asse!l and a liability at the lower of the amounts equal to the tair value of the leased
property or the present value of the minimum lease paymanits, including any guaranteed residual values. Lease paymenis are

(O allocated betwaan the reduction of the lease liabllity and the lease Intarest expensa for the period.

N lLeasod assels ase depreciated on a straight-line basia over the shorler of their estimated usetul lives or the lease term.

( Lease payments for operating leases, where substantlally all the risks and benefits remain with the lessor, are charged as expenses in
the periods in which they are incurred.

g | Leases Incentives

( G Leass Incentives under operating leases are recognised as a Fability and amortised on a straight-line basis over the li‘e of the lease
tarm.

<> I Financial Instruments

(Q):’ Recognition

Financial instruments are initially measured at cost on trade date, which includes transaction costs, when the related contractual rights
of obligations exist. Subsequent 1o initial recognition these instruments are measured as set out below.

EZL 1 Financial assets at fair value through profit and loss

L~ A financial asset is classified in this category if acquired principally for the purpose of selling in the short tarm or If s0 designated by
managament and within the requirements of AASB 139: Recognition and Measurament of Financial Instruments. Derivatives are also

g calegorsed as held for trading unless they are designated as hedges. Realised and unrealised gains and losses arising from changes
in ihe fair value of these assets are included in tha income statament in the period in which they arise,

<
&L Loans and receivables

Loans and receivables are non-gerivative financial assets with fixed or determinable payments that are not quoted In an active market
and are $lated at amortised cosl using the effeclive interest rale method.

Held-to-maturity Investments
These investments hava lixed maturities, and it s the group’s Intention 1o hold these investmanis to maturity, Any held-ta-maturity
investmenis held by the group are stated at amonised cost using the affective interest rate method.

//
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%AVASTHA LTD ABN 47 094 445 803 and CONTROLLED ENTITIES
 P— NGTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 3¢ JUNE 2007

I"’ NOTE 1 - STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Se—~— b Intangibles
Goodwill

| O Goodwill and goodwill on consolidation are initially recorded al the amount by which the purchase price for a business or for an
ownership interest in a controlled entity exceeds the fair value attributed to its net assats at date of acquisition. Goodwill on

acquisitions of subsidiaries is included in intangible assets. Goodwill is tested annually for impairment and carried at cost less
accumulated impairment losses.

i, Foreign Currency Transactions and Balances

@ Functional and presentation currency
The fungtional currancy of sach of the group’s entities is measured using the currency of the primary economic envirenment in which
that entity operates. The consolidated financial report is presented in Australlan dollars which is the parent entity's functional and
presentation currency. The functional currency of the foreign operations, US based AvastralSA, Inc. and its subsidiaries, is United

:j: States dollars (US$).

R

Transactlon and balances

Foraign currancy transactions are translated into functional currency using the exchange rates prevailing af the date of the transaction,
Foreign currency monetary items are translated at the year-end exchange rate. Non-monetary items measured at historical cost
continue to be carried at the exchange rate at the date of the transaction, Non-monetary items measured at fair value are reported at

the exchange rate at the date when fair values were determined.
: i kD ; Exchange diflerences arising on the translation of monetary items are recognised in the income statement, except where deferred in
equity as a quakifying cash flow or net invaesiment hedge.

Exchange differences arising on the translation of non-monetary items are recognised diractly in equity.

Group companies
@ The financial results and position of toreign operations whese functional currency is difterent from the group’s presentation currency

are translated as follows:
- assets and liabilities are translated at year-end exchange rates prevailing at that reperting date;

@@ - income and expensas are translated at average exchange rates for the period; and
- retained earmnings are translated at the exchange rates prevailing at the date of the transaction.

Exchange differences arising on translation of foreign operations are transferred directly to the group's foreign currency translation
ﬁ‘l ? raserve in the balance sheet. These differences are recognised in the incame statement in the period in which the operation is
) disposed.

Employee benefits that are expected to be settlad within one year have been measured at the amounts expected to be paid when the
liability is setiled, plus related on-casts. Employee benefits payable lator than one year have been measuzed at the present value of
the estimated future cash outflows to be made for those benefits.

FLL-‘_—‘| Equity-settied compensation

The group operates an employee share option scheme. The total amount to be expensed over the vesting period Is determined by

@ reference to the fair value of the shares of the optians granted.

- j- Employee Benefits
@ ) Provisicn is made for the company’s liability lor empioyee benefits arising from sarvices rendered by employees to balance date,

k. Provisiona
Provisions are recognised when the group has a legal or constructive obligation, as a result ot past events, for which it is probable that
an outflow of economic banefits will rasult and that outflow can be reliably measured.

i Cash and Cash Equivalents
Cash and cash equivalents include cash on hand, deposits held at call with banks, other short-term highly liquid investments with
original maturities of three months or less, and bank overdrafts. Bank averdrafts are shown within short-term borrowings in current
liabilities on the balance sheet.

e d
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]//\LAVASTRA LTD ABN 47 094 446 803 and CONTRCLLED ENTITIES
[0~} NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007

l E NOTE 1 - STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

=
an .
(\..

—J.

Revenue
Revenue from the randering of & service is recognigad upon the dalivery of the service to the customers. Revenue from the sale of
goods is recognised upen the delivery of goods 1o customers,

Interest revenue is recognised on a proportional basis taking into account the interest rates applicable to the financial assets.
All ravenua is stated net of the amount of goods and sarvicas tax (GST).

Borrowing Costs

Borrowing costs directly atiributable to the acquisition, construction or production of assats that necessarily take a substantial period of
time 1o prepare for their intended use or sale, are added 10 the cos! of those assets, until such lime as the assels are substantially
ready tor their intendad use or sale.

All pther borrowing costs are recognised In incame In the period in which they are incurred.

Goods and Services Tax (GST)

Revenues, expenses and assets are recognised net ol the amount of GST, except where the amount of GST incurred is not
racoverable from the Australian Tax Citice. In these clrcumstances the GST is recognised as part of the cost ol acquisition of the
asset or as pan of an item of the expense. Receivables and payables in the balance sheet are shown inclusive of GST,

Cash llows are presented in the cash flow statement on a gross basis, except for the GST component of investing and financing
activities, which are disclosed as operating cash flows.,

Comparative Figures
When required by Accounting Standards, comparative figures have been adjusted 1o conform to changes in presentation for the
current financial year.

Rounding of Amounts
The company is an entity to which ASIC Class Order 98/100 applies and, accardingly, amounis in the tinancial stataments and
diractors’ caport have been rounded fo the naarest thousand dollars,

—_—
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AVASTRA LTD ABN 47 004 446 802 and CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAH ENDED 30 JUNE 2007
r\\_\ Consalidated Group Parent Entlty
ey 2007 2006 2007 2006
= £000 000 $000 $'000
o) Noie 2: Sales and Revenue
Provision of services - clinkcal studies £,645 . - -
{ Provision of services - research sludias 5,130 - - -
> Sale of goods - medical equipment 1,222 - - -
I Total Sales Ravenus 12,997 - . .
< O Nole 3; Other Income
Interest received on bank deposits 325 244 305 244
Interest from wholly-owned subsidiarias - - 305 -
Govemment grants - 23 . 2
/‘l Income tax rebate - 296 - 206
( Q Other revenue 24 6 =] 3
\ Total Cther Income 349 569 678 569
-
fjfﬂ Note 4: Finance Cosis
(\_ / 9, Interest expense - external ki) - 1 -
Net change in fair value of financial assets 383 - - -
’——--: Total Finance Costs 456 - 1 -
[ Note 5: Other Operating Expsnses
Rental expense on operating leasss
. minimum lagse payments 667 127 10 127
—— . rental expense for sublease 14 - 13 -
~— Net {oreign exchange loss 124 - |20 -
( D Consutancy foes 1,465 882 1,345 a2
Insurance 214 52 50 52
Motor vehicle expensas 82 - - -
Office expenses 755 a5 29 45
( Professional servicas 329 318 110 6
I" | Public campany costs 147 37 147 ar
Trave! 185 233 128 233
i Write-clown of kicences and palents - 680 - G680
\(3 Other 720 111 102 111
\::'_— Total Other Qperating Expenses 4,682 2.483 2,855 2,483
—
(C/ Nate 6: Income Tax Exponse
2. The components of tax 8xpanss Comprise:
(;( Current tax (465) - (430) -
Deferred tax - . - -
b. Income tax recognised directly In equity:
( Current tax - . - -
Deferred tax 314 - (314) .
o ¢.  The prima facie tax on profit from ordinary activities before income tax is
reconclled to the income 1ax as folows:
C
Prima facie 1ax payable on net profit belore income tax at 30% (2008: 30%)
- consoldated entity (761) {900} - -
(L - parent entity - - 1970) (900)
b -
— Add:
,? Y Tax effect of:
) - non-afiowable deprecialion and amortisation - n - 30
s - other non-alowable Hams "’ 100 7 100
- - impaimment wrile-downs - 220 - 220
]‘ - share-based payments 545 - 549 .
L - share options expensad during year 53 - 53 -
(141) {550} (351) (550)
Less:
Tax eftect of:
- deductible costa recognized in equity {79} - {79) -
- lorgign exchange loss on i ipany loan {245) - - -
Tax benefit nol brought 1 account - 550 - 550
Income tax attributable o entity {465} - {430) .
The applicabls weightad average effsctiva tax rates are as folows: 19% - 13% -
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AVASTRA LTD ABN 47 094 448 B0 and CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007

Personne! Comp lon

held of lidi

Dr Mltchad M Rosenbaorg (appointad 23 January 2007)
Mr Simon J Mitchel (appointed 5 Aprit 2007)

Mr Geotirey S Garside (appointed 22 Novembar 2006)
Mr Troy Shadian (appointed 23 January 2007)

Dr Georga Steintels

Mr Michael # Dalsin (resigned 24 January 2007)

Mr Rogor S Graene (resigned 24 January 2007)

Mr Guy M Aird {resigned 5 April 2007)

Mr lan C Sandford {zppointed 22 Nevember 2008, resigned 27 April 2007)
Mr Gregory D Fagan {resigned 5 April 2007)

Mr Paul Jobblns (appointed 25 September 2006)

Executive Chairman
Executive Director
Nen-executive Dirsctor
Non-gxecutive Diractor
Nor-executive Diractor
Non-executive Director
Nen-executive Director
Non-exacutive Director
Nor-exacutive Dirsctor
Non-executive Director

Chiet Financial Qtficer, Avastra Lid

Dr Milon Erman (appointed 1 December 2006)
Mr Tom Wiedcl {appointed 1 December 2006}
Mr Brandon Slavik {appointed 7 January 2007}

Chiet Medical Officer, AvastrallSA, Inc.
Research Co-ordinator, AvastralSAa, inc,
Execulive Vice-President, AvastrallSA, inc,

d and parent entity key managemant parsonnel In office at any time during the financial year are:

b. Key Manag Personnel Comp {
Consolidated Group Parent Entity
2007 2007 2
$'000 $°000 $'000 $'000
Shori-term amployes beneflts 857 380 284 380
Posr-employment benafits 108 a7 46 krg
Long-term benelts -] 240 [ 240
Share-based paymants 551 2 551 2
1,322 659 887 559
The company has taken advantape of the refied provided by the Corporations Regulation 2M.6.04 and has transterred the detailed remunaeration
hsck 10 the Rami Report section of the directors’ report.
Compensation Options
Options Granted As Compensaticn
Terms and Conditions for Each Grant
Granted No. Granl Oate Veilue per Exsrcise First Exercise  Vested No.
Optlon at Grant Price Date
Date
Koy Managemeni Personns!
Or George Steinlels 50,000 11-Sep-06 H 020 § . 11-Sep-06 50,600
Mr Michael P Dalsin 1,000,000 11-Sep-06 $ 020 § - 11-Sep-06 1,000,000
Mr Roger S Greens 1,000,000 11-Sep-06 H 020 § - 11-Sep-06 1,000,600
Mr Gy M Alrd 150,000 11-5ep-06 $ 020 § - 11-Sep-06 150,000
Mr Gregory D Fagan 250,000 11-Sep-06 ] 020 § - 11-5ep-08 250,000
Mr Simon Mitchell 200,000 21-Mar-)7 $ 064 § - 23-March-08 -
Mr Paul Jobblns 156,667 25-May-07 H 037 § 035  25-May-08* -
Mr Paul Jobblns 166,667 25-May-(7 $ 013 § 0.70 25-May-09° -
Mr Payl Jobblns 166,666 25-May-07 s 012 § 1.05  25-May-10* -
3,150,000 2,450,000
* Subject to vesting conditons of quarery sarings per share targets.
Options lssued to directors on 11 September 2006 expired within one manth of [ssue. ARl othér oplions expirs on the earler of 5 years trom date of
issue or 2 yoars from vesting.
All oplions were granted for nil consideration.
d. Optliona and Rights Holdings
Kurmber of Optians Held by Key Management Personnsl
Balance Granted as Options Options lapsed  Balance Total Vostod  Total Yesied
1.7.2006 Compen- Exercised 30,6.2007° and Exercisablo and
aatlon 30.6.2007 Unexercisable
30.6.2007
Or George Steiniels - 50,000 (50,000) - - - -
Mr Michaal P Dalsln 1,000,000 1,000,000 {1.000,000) - 1,000,000 1,000,000 -
Mr Rogar 5 Greeno 1,600,000 1,000,000 (1,000,000} - 1,000,000 1,000,000 -
Mr Guy M Aird - 150,000 (150,000} - - . -
Mr Gragory D Fagan 321,144 250,000 (250,000) (221,144) 100,000 100,000
Mr Simon J Mitched - 200,000 . . 200,000 - 200,000
Mr Paul Jobbing - 500,000 - - 500,000 - 500,000
TOTAL 2,321,144 3,150,000 (2,450,000} (221,144} 2,B00.000 2,000,000 200,000

* Options held at date of resignation.
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AVASTRA LTD ABN 47 094 446 803 and CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007
> Nets 7: Key Manag Pe 1 Comp jon (continued)
, #.  Sharshokdings
. Number of Shares held by Key Managemen] Personnel
o ——| Balance 1.7.2006 Received aa Optiony Nat Change Balance
Compensation  Exerclsed Other* 30.6. 2007
l; Dr Mitched M Rosenberg - 500,000 - - 500,000
—3 Mr Simon J Mitchell - - - 1,084,134 1,084,134
/'_\\ Mr Geotirey S Garside - - - 100,000 100,000
I Mr Troy Shadlan - - - 159,300 159,300
Dr George Steintels - - 50,000 - 50,000
Mr Michagd P Dakln 329,500 . 1,000,000 318,000 1,647,500
Mr Roger & Greene 142,400 . 1,600,000 316,000 1,460,400
M Guy M Aird - . 150,000 175,000 325,000
Mr Gregory D Fagan 814,250 . 250,000 335419 1,399,669
( Mr lan € Sanctiord - - - 100,000 100,000
M Paul Jobbiny - - - 145, (KK 145,000
TOTAL 1,286,150 500,000 2,450,000 2,735,353 6,971,503
* Nal Change Other refers 1o shares purchased or sold during the financlal year or shares held prior to appointment.
l ** Shares held at date of resignation,
[ Note 8: Auditors’ Remunermtion
Consolidated Entity Parent Enlity
2007 2006 2007 2006
I $000's $000's $000's $000's
Remunaration of the auditos of the parent entity for:
— - audil and review of the financlal repor 64 20 B4 20
—_— - taxation services 9 - 9 .
— +  review ol prospectus n - 3 -
A - advice on linancial reporl disclosures 4 . -
N Remuneration of oiher audilors ol subsidiaries for:
- auditing or reviewing the Enancial report of subsidlaries 53 . - -
- taxation services [ . - -
‘5_ _— Note &: Eaminga per Share Consolidated Entlty
 — 2007 2006
$'000 000
& Raconclliation of sarnings to profit or loss
( Profit {2,035) (3.,000)
Eamings used lo calcutate basic EPS {2,035 {3,000)
Earnings used to calculate ditted EPS {2,035) {3.000)
B.  Weighted sverage numbaer of ordinary aharss cutstanding during the year used in
ulcuhung basic and diluted EPS No. No.
{ age numbar of ordinary shares ol g during the ysar used in calcutating
g basic EPS 66,237,161 30,138,061
Waeighlad average number of options putstanding * 3,408 429 .
( Waeightad average aumber of ordinary shares outstanding during the year usad in cakulating
o~ dikted EPS £9.745980 30,138,061
agstns Cakulation of welghted average number of options outstanding: No. Ne. *
( O Options cutstanding at beginning of ysar 3,088,506 .
['- Eftect of options issuad 2,282,335 -
Effect ol options axercized {1,839,148) -
Eftact ot options lapsed {1,022,864) -

g Weightad age options ing during the year 3,408,829

Oulnmonlunmhg:mzoosymrhndammwmwvaWWummﬂawumtmqu Accoedingly, pplions
were consicerad anti-diktive and were not we as their y shares would have resullad in a decreased bss per share for the

o =

Nots 10: Cash and Cash Equivalents Consolidated Group Parent Entity
2007 2006 2007 2006
$'000 $000 $'000 $000
Cash at bank and on hand 5,049 196 1,363 196
Short-term bank deposits 3,014 3,550 3.014 3,550
8,083 3.746 4,377 3,746
The effective interest rate on shen-{erm bank deposits was 3.50% (2006: 5.3%).
These depcsits have an average matwity of 5 days.
Reconcilistion of cash
Cash at the end of the financial ysas as shown in the cash flow statement is
reconcied 1o ilems in the batance 3host &3 follows:
Cash and cash squivalonis 8,063 3.745 4,377 3.746
8,063 3,746 4,377 3,746
| /)1
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AVASTRA LTD ABN 47 094 445 803 and CONTROLLED ENTITIES
NGTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007

2007 2008 2007 2008
Note 11; Trade and Other Receivables $000 $'000 $'000 $000
CURRENT
Trada receivables 6,494 - -
Pravision lor impairment of recoivatics - - -
6434 - -
Other debiors 265 ] 65 -]
Provislon for impairment of receivables - - - .
265 [E] £5 89
Cther receivables
Amounts receivable from:
- wholly-owned subsidiaries . 14,891 -
6,759 89 14,956 [1]
Nots 12: Inventorles
CURRENT
Medical equipment held Jor sale - at cost 369 - -
JES - -
Note 13; Controlled Entities
Country of Incorporation Percentage Qwnad (%)*
a. Controlled Entities Consolidated 2007 2006
Parenl Entity:
Avastra Lid Austraka - -
Subskflaries of Avastra Lid:
AvastralUSA, Inc. United States 100 -
Subsidiaries of AvastraUSA, Ing:
Pacilic Sleep Medicine Services, Inc, United States 100 -
Sleepwel Partners, LLC United States 100 -
PRX Sleep Solutions, LLC United States 100 -
somniTech, Inc. United States 100 -
somniCare, inc. United States 108 .
somniSchool, Inc. United Siates 100 -
Calipmia Skeep Soluions, LLC Unltod States 100 -

Consglidated Group

Parent Entity

* Parcantage of voling power is in proportion i ownership
Acquisition of Contrelled Entitias
Pacific Sleep Medicine Services, Inc.

On 30 November 2006 the group acqulred 100% of Pacific Sleep Madicina Services, Inc. An initial payment of US32,000,000 was accompanled by
the issus of 5,000,000 crdinary shares &1 ALIS0.20, the prica of shares issued during capital ralsings prior to re-Esting. The company agreed 10 pay
further US$1,500,000 within 9 months of completion of the acquisition and further cash payments and share issues over 3 yaars after complalion
dependant on Pacific Sloep Medicine Sorvices, Inc. achigving certain eamings largots. The obligation 1o pay a further US$1,500,000 was primarily

mal by tha issue of ordinary shares in July 2007,

The purchase price, assuming Pacific Sleep Medicine Services, Inc. achisves the sarmings targsts, has baen allocated as tollows:

$'000
Purchase consideration 13,553
Cosis of acquisition 1,121
Total 14,674
The fair value ol assets acquired and kabilities assumed al acquisition date were as (olows:
Cash 1,693
Recenables 6,185
tnventories 26
Property, plant and equipment B45
Other non-curent assets m
Payables (1,513}
Short-term debt {318}
Long-term debt (1,122}
Tax Nabikties (4,304}
1,903
Goodwill on consolidation 12,711
14,674

The goodwill Is attributable to the profitability of the acquired business and the synergies axpectad to arlse after the group’s acquisition of further

sleep centra businessas, No othar intangibls assats were identified as existing separately irom goodwill.

The assets and kabiltes arising from the acqulsition are recognised at lair vakie which Is equal to their carrying value Immadiately priar 1o acquisition

date.

Profit ol Pacific Sleep Medicine Services, Inc. included in consolidated profil of the group since tha acquisition date on 30 Novemnber 2006 amountsd

to $1,324,000.

26.
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007

>AVASTRA LTD ABN 47 094 446 803 and CONTROLLED ENTITIES

Note 13: Controlled Entities (continued)

Sleepwell Partnars, LLC.

(E On 23 January 2007 the group acquired 100% of Sleapwell Partrers, LLC. An Initial payment was US$648,000 was accompaniod by the commitrnent
10 issue of 810,000 ordinary shares. At balance date 656,950 shares had been issued with a remaining 153,050 to be issued. The falr value of the

'k shares issued was $484,469. Further cash payments will be made over 3 years based on Sleepwell Paninars, LLC earnings ovor 1he period, At

batance date the etfact of these lurther payments has not been recognised in the cost of the investment as it was considered that the size of the
‘ O payments could not be measured raliably,
\NIT

Tha purchase price has been allocated as follows:
$'000

Purchasa consideralion 1,170
( (I Costs of acquisition 372
u Total 1542

(@ The fair value of assets acquired and liabilities assumed at acquisition date were as follows:
{

Raceivables 3

Inventories 19

Property, plant and equlpmant 291
) Payables (19)
! Shon-term debt {178)
Tax assets 48

164

C~———=}  Goodwill on cansolidation 1,376
1,542

(\g@ The goodwi is attributable to the prolitabitity of the acquired business and tho synergles expected ta arise after the groug's acquisition af further
sleep centro businosses. No olher intangible assels were identilied as exisling separately from goodwill,

1
tr T
W The assets and liabiklies arising from the acquisition are recognised al fair value which is equal to Lheir carrying value immediately prief (o acquisition

data.

(O Sinca the acquisition date on 23 January 2007 Sleepwel Parners, LLC. contributed a loss ol $19,000 before intercompany allocations 10 the
consolidated profit of tha group.

( POX Sleep Solutions, LLC.
( On 6§ February 2007 tho group acquired 100% of PDX Sleep Soltions, LLC. Initial consideration was satisfied by the issue of 150,000 ordinary
[;L: shares at $0.58.
The purchase price has been aflocated as loflows:
( G $000
Purchase consideration a7
m Costs of acquisition {6)
( ) Total a1
WL A
" The fair value of assets acquired and liabililies assumed at acquisilion date were as loflows:
Inventosies
1&.;] Goodwill on consclidation 79
81

(O The goodwill |s attributable 1o the profitability of the acquired businass and the synergles expected to arise after the group's acquisition ¢f further
sleep centre businesses. No other intangible assets were identified as existing separately from goodwill.

l l The assets and liabilitias arising from the acquisition are recognised al fair value which is equal to their carrying vakse immadiately prior o acquisition
date.

Pralit of POX Skeep Solutions, LLC. inckided in consotidated profit of the group sinca the acquisition date on 6 February 2007 amounted to $1,000.

2007 Annual Report — /2 7.
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AVASTRA LTD ABN 47 094 446 803 and CONTROLLED ENTITIES
| NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007

}‘Eolo 13; Controlled Entitlos (continued)

C— Callfornia Sleap Solutions, LLC

On 25 May 2007 the group acquired 100% of Calilarnia Sleap Scltions, LLC. An initlal payment of US$1,040,000 was accompanied by the issue of
( 720,000 ordinary shares at issue price ol AU$0.70. The company has agreed 1o pay a furthar US$100,000 within 90 days of complation of the
[L

acquisilion and further cash payments over 3 years after completion dependant on Cakfornia Sleep Schtions, LLC. achieving cenain earnings
targets.

(© Tho purchase price has boon aflocated as {ollows:

\___,'j $'000
Purchase consideration 3,432

Costs of acquisition 435
Total 3,867
(@ The fair value of assets acquired and liabilities assumed at acquisition date were as follows:
Cash 33
Recoivables 538
{@@ tnventories 118
Property, plant and equipment 197
Payables (200}
Tax liabilties (166}
521
Goodwill on consolidation 3,346
3,867
— Tha goodwill is aftributable 1o 1he profitability ol the acquired business and the synergias expected to arise after the group's acquisition of turther
( D sloap centre businesses. No other intangiblo assels were identified as existing separately trom goodwill.

The assats and babikties arising from the acquisition are recognised al fair vale which is equal to their carrying value immediately prior to acquisition

f"C”"':J date.
C

e | Profit of California Sleep Soltions, LLC. inchuded in consolidated profit of the group since the acquisition date on 25 May 2007 amounted to $30,000.

somniSleep Group
©n 5 June 2007 the group acquired 100% of the somniSlkeep group comprising somniTech, Inc, somniCare, Inc and somniSchoat, Inc. An initial

( payment of approximately LIS$3,570,000 was accompaniad by the issue of 1,150,000 ordinary shares with a fair value of AUSS85,000. Funher cash
paymants will be made over 3 years after completion dependant on the somniSleep Group achieving certain earnings targats.

E& The purchase price has baen allocated as follows:

$'000
Purchase consideration 8,743
(G Cosls of acquisition 770
Total 9,513
/’
(Q The fair value of assets acquired and liabililes assurned at asquisilion date wero as lollows:
[ ; Cash 112
Receivables 2,059
Inventories 53
_ Prapeny, piant and equipmant 1,549
- Cther non-current assals 172
Payables (407)
(O Short-term debt {421}
Long-term detd (1.408)
Tax habilities (464)

1,245
Goodwill on consolidation 8,268
9,513

The goodwill is attributable 1o the profitabilily of ihe acquired business and the synergies expacied Lo arige after the group’s acquisition of turther
slaap centre busingsses. No other intangible assels were identified as existing separately Irom goadwill.

The assels and liabilities arising from the acgulisition are recognised at fair valus which is equal to their carrying valug immediataly prior to acguisition
date,

Profit of lhe somniSkeap Group included in cansolidated protit of 1the group since the acquisition date on § June 2007 amounted 10 $65,000.
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J%AVAS‘THA LTD ABN 47 094 446 803 and CONTROLLED ENTITIES
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—

Note 13; Controlled Entities (continued)

The initial accounting for the businass combinations Is provisional bacause Lhe cost of the combination can be determined only provistonally,
t Judgment has bean used in estimating deferred consideration payable to vendors of acquired businesses whaere a portion of the deterred
1‘ consideration payable is subject 1o the future earnings of those acquired businesses.
//-\\ h is impragtical o disclose the revenue and profil ¢f loss of tho combined eniity for the yoar as though the acquisition dates for all businass
I O } combinalions eltected during the year had been the beginning ol 1he year because prior 10 acquisition each business acquired employed dilferent
.. . accounting policies and operated under dillerent accounting periods.

Reafar to Note 27 for cash thw impacts of acquisitions.

( G Subsequent to year-end Complete Sleep Analysis, LLC. was acquired. See Nole 29 for detalls.
Consolldated Group Parant Entity
‘ 2007 2006 2007 2006
Note 14; Property, Plant and Equipment $'000 $'000 §'000 $000
I PLANT AND EQUIPMENT
) Diagnostic equipment
[ At cost 3,520 - - -
Accumutated depreciation {2,251) - - -
Total Plant and equipment 1,269 - - -
L Plant and 1,472 143 3 143
- nt and equipmant: .
—
(AT Acos 577) (483 (1) (48}
Y D Accumuiated Impairment ksses - {54) - (54}
~ / Total Plant and equipment BS5 43 2 43
—~ 71
{ \..’ Motor vehicles
- -3 Al cost 272 - - -
Ageumutated amontisation {129) - -
(’O Total Motor vehicles 143 - - -
Leasehold improvements
At cosl 1,102 . . -
( Accumulated depreciation {380) - - -
Total Leasehokd impravements 722 - - -
i“__ Total plant and equipment 3,028 43 2 43
Total Propenty, Plant and Equipment 3,028 43 2 43
(G a. Movamentis In Carrying Amounts
Maovement in the carrying amounts for oach class ol property, plant and equipment between the beginning and the end of the current financial year:
I
v b
}‘\‘ s Diagnostic Plant and Motor Loasehold Total
e equipment Equipment Vehicles improvements
$'000 $'000 $'000 3000 $'000
{L Consolidated Entity:
{“~———17 Balance at the beginning of year . 43 - . 43
Addilions 85 22 . . 407
( Disposals {8) (43) {43} - {94)
Additions through acquisition of entity 1,278 629 197 757 2,861
Dopreciation expense {85) (57) {11} {35) (188)
Carrying amouni at the end of year 1,270 894 143 722 3,029
Parant Entlty:
Balance ai the beginning of year - 43 - . 43
Additions - 3 - - 3
Disposals - (43} - - {43)
Depreciation expanse - {1) - {1
Carrying amount at tho and of year - 2 - 2
' /’/
1]
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AVASTRALTD ABN 47 094 446 803 and CONTROLLED ENTITIES

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007

Note 15: Intangible Assets Consolidated Group Parent Entity
2007 2006 2007 2006
$'000 §'000 $°000 5000
Goadwil
Cost 25,842 - - -
Accumulated impaired losses - - - -
Net carrying value 25,842 - - -
Patents and licences
Cost - 1,000 - 1,000
Accumulated amgriisation and impairment - {1,000) - {1,000)
Net carrying vale - - - -
Computer software
Cost 290 - - -
Accumnutated amortisation and impairment {137) - - -
Net carrylng valug 183 - - -
Cavenant not to compete
Cosi 206 - - -
Accumulated amortisation and impairment {134) - - -
Net carrying value 72 - ~ -
Crganisation costs
Cost 16 - - .
Accumulatad amortisation and impairment {11) - - -
Net carrylng value 5 - - -
Total intangiblos 26,072 - - -
Goodwlll Patonts & Computor Covenantnotto Organisation
licences software compete cOsts
$000 $000 $'000 $'000 $'000
Consolldated Group:
Year ended 30 June 2006
Balanca at the beginning of year - 780 - - -
Amortisation charge - {100} - - -
Impairment lossos - {680) - - -
Yoar ended 20 Juno 2007
Balance at the beginning of year - - - - -
Acquisitions through business combinations 25,842 - 172 96 7
Amorlisation charge - - {18) {24) {2}
Closing value a1 30 June 2007 25,042 - 153 72 5
Goodwill Patents & Computer Covenant notto Crganisation
licences software compete costs
Parent Entity: $'000 $'000 $'000 $000 5000
Year ended 30 Juns 2006
Balance al Ihe beginning of year - 780 - - -
Amortisation chargo - {100) - - -
Impairment losses - {680) - - -
Closing value at 30 Juna 2006 - - - - -
Yoar endod 30 Junes 2007
Balance at the beginning ol year - - - - -
Closing value at 30 June 2007 - - - - -

Intangibla assets, other than goodwill, have finite useful ives. The current amartisation charges for intanglible assels are inchudad under depreciation
and amortisation expense per the income staloment. Goodwill has an infinite life. It is not expectad 1hat the value of goodwil brought 1o account will

diminish over timo as it directly relates to the value of the businesses agquired,

No intarnaly generated intangibles have been brought to account.
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AVASTRA LTD ABN 47 094 446 803 and CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007
:_::_‘ Note 15: gibie Assets ( )
S, Impairment Disclosures
l:::,.:j Goodwill is alliocated to groups of cash ganerating units, The recovarable amount of each group is determined based on value-in-use calculalions.
Valua-in-usa is caltulated based on the present value of cash flaw projections, based on past experience, ovar a 5 year pariod with the period
exierding beyond 5 years extrapolatad using an eslimatsd growth rate. The cash flows are discounted using an estimated weighted average costs of
‘ﬁ capilal of 15% and 2 growth rate 3.5%,
Goodwill is allocated to groups of cash-genaraling units which are based on the group's secondary reporting segment;
( O Note Consolidated Group Parent Entity
2007 2007 2006
$'000 $000 $000
United States 25,842 - . -
Ausiralia - - - .
‘ Total 25,842 - - -
N
? Y Note 16: Other Assets
i\_. / / :) / CURRENT
- Prepayments 603 67 185 67
/=4 Proliminary acquisition costs 88 - - -
_J 591 67 185 &7
[
NON-CURRENT
Deposits 84 - - -
—— Cther 8 - - -
87 - - -
( D Note 17: Trade and Cther Payables
CURRENT
( E Unsecurad kebiliies
N\ Trade payables 1,576 147 214 147
— Sundry payables and accrued expenses 458 21 1 21
j 2,044 168 215 168
( Q Note 18: Financlal Llabiiities
l m CURRENT
,‘\J } Unsecured liabikties
~ Notas 10 vendors 270 - - -
Loase Gabikity 24 45 . - .
— 315 - - -
Secured Kabilities
((] Line of crodit 421 . - -
Equipment loans 24 562 - . -
983 - - -
( 1,298 - - -
Q NON-CURRENT
Ungecured liabiklies
Notes to vendors £58 - - -
(L Lease liability 24 112 - - -
e 780 . " .
Pt Secured liabililies
Equipment kans 24 753 - - -
@) R —
S 1,533 - - -
it
v a. Total current and non-current secured llabillties:
Line of credit a1 - - -
L= Equipment loans 1,315 - - -
1,736 - - -
b, The carrying amounts of non=current asseis pledged as
securlty are:
Propaerty, plani and equipment 1,231 - - -
1,231 - - -

The tine of credit is securad by a lixed and floating charge over the assets of

semniTech, Inc, and a personal guarantee trom the former owner.

2007 Annual Report




[

Notes to the Financial Statements

L e e o - . T - -
I>\
| AVASTRA LTD ABN 47 094 446 803 and CONTROLLED ENTITIES
| — | NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007
‘ Note 19: Tax Cansalidated Group Parent Entity
= 2007 2006 2007 2006
P $°000 $000 $'000 $'000
l } a. Liabilities
\_2/ CURRENT
Income Tax 4479 . . .
NON-CURRENT
Daferred tax lability comprises:
(G Tax aflowances retating to property, plant and equipmont 236 - - -
Tax aflowances relaling to change in accounting method 305 . . .
Business assets acquired 719 - - -
{@ Total 1,260 - - -
b. Assels
f Dafarred tax assats comprise:
' Transaction ¢osis on equity issue 314 . a4 .
 — Unrealised foreign exchange losses 245 - 245 -
Tax losses 1% - 19 -
Provisions {n - (1) -
 E———— Business assets acquired 883 - - -
—— Other (8) - (6} -
( - “6? 1,626 . 743 -
NN
N ¢. Reconcillations
e . Gross Movements
E‘ . The overall movement in the delerred tax accounts is as follows:
Opening batance - . - -
( O Acquishtions through business combinations {660) - - -
! {Charge)/credit to income statemant 465 - 430 -
{Charge)/credit to equity §59 . 34 R
(@ Closing batance 364 . 744 -
ii. Daetarred Tax Liability
i% The movement in deferred tax liability for each temporary diffarance during
— " tha year is as follows:
(G Tax allowances relating to property, plant and equipment:
', QOpening balance - - -
—~ Acquisilions through business combinations 253
( Charged to the income statement {17} - -
_O Chosing balance 236 - - -
Tax allowancaes rekating to change in accounling method:
Opening batance . - -
CL . Acquisitions through business combinations 4407
e 1 Charged to the income stalement (102} - -
Closing balance 305 - -
(O Businass assets acquired
Opening batance - - -
H Chargad te the income statement 719 - -
Closing balance 719 - - -

32.
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AVASTRA LTD AEN 47 094 446 803 and CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007
Note 19: Tax {continued) Consalidated Group Parert Entity
— ill. Deferred Tax Assets 2007 2006 2007 2006
. $000 $'600 $000 $'000
‘%"% The movement In deferred tax assets for each temporary ditference during
the year is as foflows:
e v
Transaction costs on equity issue
{ Opening batance - - - -
13- Credited direclly to aquily 314 - 314 -
Closing balance 314 - 314 -
‘ O Unrealised foraign exchange losses
Opening balance - - - -
Credited to the income statement - - 245 -
Credited direclly to equily 245 - - -
‘@D Closing batance 245 : 745 .
Tax losses
Opening balance - - . .
( Credited to the income statement 191 - 161 -
Closing balance 19 - 19 -
| ——
) Provisions
| Opening balance - . . .
Credited/(charged) to the income statament (1) - {1) -
Closing batance (1) - {n -
0 Busingss assetls acquired
Opening balance . . . .
( D Cradited/{charged) o the income statement £33 - - -
Closing balance 883 - - .
(Z Othar
il Opening batance - . . .
Credited/(charged) to the Income slatement {6) - (6) -
(6\ Closing balance (& - (6) -
R d. Deterred 1ax assets not brought to account:
- - temporary dilferances
(f ! N tax lossas " 549 - 549
(\.../ - 549 - 549
"1 Note 20: Provisions
CURRENT
( Employes keave enlitlemeants 236 6 3 [}
236 6 3 6
(O Provision for Employoe leave entittements
[ é Cpening balance at 1 July 6 2 6 21
Provisions made during the year 130 3 3 3
(‘ Provisions used during the year (7} (18) 6) (18}
L _ Provisions acquired through business combinations 107 - - R
! Provisions revarsed during the year . . - -
Balance at 30 June 236 ] 3 5

i@

A provision has baen recognised for employee leave entitlamants. It is expected that each employee will use their antitlement within 12 months, The
i-‘ maasurement ang recognition criteria ralating 1o employee benelils has been included in Note 1 to this report.

Note 21: Other Llabillles

CURRENT

Deterred consideration payable to vendors o acquired

businesses 5,288 - - b

5,288 - - -

NON-CURRENT

Defarred consideration payable to vendors ol acquirad

businesses 10,575 - - -
10,575 - - -
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AVASTRA LTD ABN 47 094 426 803 and CONTROLLED ENTITIES
NOTES TQ THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 20 JUNE 2007
> Note 22: Izausd Capital
. Consolicated Entity Parent Entity
; 2007 2006 2007 2006
 B— $000 $'000 $000 000
-~
1 99,284,042 (2006: 30,138,061} fully paid ordinary shares 30,031 11,130 30,031 11,130
B 30,031 11,130 30,031 11,130
Effective 1 July 1998 tha concepts of outhorised capital and par value shares were abolished. Accordingly, tha consolicated enlity
| Q does not have authorised capital nor par vahse in respect of its issued capital
Consoligated Entity Parent Entity
2007 2006 2007 2006
No. No. No. No.
| (] a.  Ordinary shares
At the beginning of reporting period 30,138,061 28,215,423 30,138,061 28,215,423
Shares issued during the year
[@ — 24 January 2008 . 200,000 - 200,000
- 7 March 2006 - 1,857,138 - 1,857,138
— 11 September 2006 400,000 . 400,900 -
I — 28 Saptembar 2006 50,000 - 50,000 -
j — 6 October 2006 2,000,000 - 2,000,000 -
i — 25 Oclober 2008 18,000,000 . 18,000,000 -
=— 29 November 2006 5,000,000 - 5,000,000 -
— 4 Decembar 2006 25,794,031 - 25,794,031 -
[ ——— — 7 Decembar 2006 504,000 - 500,000 -
~ — 20 Decembar 2006 400,000 - 400,000 -
- — 20 December 2006 25,000 . 25,000 .
( D — 5 Fabruary 2007 500,000 . 500,000 .
— & February 2007 150,000 - 150,000 -
— 18 March 2007 2,000,000 - 2,000,000 -
‘? — 16 April 2007 10,800,000 - 10,800,000 -
A - « 23 April 2007 273,375 . 273,375 -
— — 25 May 2007 720,000 . 720,000 .
—  8Juna 2007 1,000,000 - 1,000.000 -
( Q — 18 June 2007 150,000 . 150,000 -
— 27 Juna 2007 383,575 - 383,575 -
Sharas bought back during year
(@ — 30 September 2005 {75.000) (75.000}
— 5 Qctober 2005 - (59,500) - {59.500)
(3 Al reporting data 99,284,042 30,138,061 99,284,042 30,138,061
| Iu—
Ordinary shareholders participate in dividends and the preceeds ol winding up of the entity in proportion to the number of shares hekd, At shareholder
(a-’ meatings each ardinary share is entitled to one vota when a poll is called, olherwise each sharehoider has one vote on a show of hands,
(/j\ b. Options
‘.‘\._ 5 i.  For information relating to the Avastra Lid employee option plan, including
details ol options issued, exercised and fapsed during the financial year
and the options outstanding at year-end, rafer 10 Nota 28 Share-based
(_ Payments.
B
il.  For Information relating 1o share options issued 1o key management
personnal during the financial year, refer 10 Note 28 Share-based
(Q Payments.
S
Note 23: Reserves
Consolicated Entity Parent Entity
= 2007 2006 2007 2006
$'000 $'000 $'000 3000
a. Foreign Currency Translation Reserve
Thae oreign currency translation reserve records exchange differences arising on
transiation of foraign coritrolled subsidiaries and loans between membars of the
group. (830) . . -
b. Optlon Reserve
The optians reserve recards ilems recegnised as expenses on valuation of
employae share options. 176 . 176 .
(654) - 176 -

34.
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| iAVASTRA LTD ABN 47 084 446 803 and CONTROLLED ENTITIES
[————— NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007

Note 24: Capital and Leasing Commitments Consaolidated Entity Parent Entity
{ 2007 2006 2007 2006
$000 $'000 $'000 $000

a. Finance Lease and Equipment Loan Commitmems
Payable — minimum payments

— not later than 12 months 719 - - .
—  batwaen 12 months and 5 years 947 - - .
— grealer than 5 years - - - .
P EaN
| ’ Minimum payments 1,666 - - -
\\-_ - Less future finance charges {194) - - -

Present vale of minimum payments 1,472 - - -

b. Cperating Laase Commitments
Non~cancellable oparating leases contracted for but not capitalised in the

ID financial statornents
Payable — minimum lease payments
I

— not later than 12 months 1,535 - - -
— betwean 12 months and 5 years 3,984 - - -
— greater than 5 years 3,368 - - -
= 8,887 - - -
( ¢ Othor Commitrnents
Expondituré commitments contracted for;
Corporate and Margers & Acquisitions advisory services 1,484 - 1,484 -
1,484 - 1,484 -
g;‘&___ 1 Payable:
—— — not later than 12 months 636 . 636 -
(' o \ — betwsen 12 months and 5 years 848 . 548 .
u — greater than five years 1,484 - 1,484 -

(@ Note 25: Contingent Liabllitles and Contingent Assots
g&, Contingent Llabilities

Earn-out amounts - Sleepwall Partners, LLC
(G In accordance with the Purchase Agreement lo acquire 100% of the Interests in Sleepwell Partnars, LLC, the consolldated entity is committed to pay 15%
of actual gross cash receipts over 3 years from the date of acquisition. Payments will be made on a quanerly basis and only when EBITDA of Sleepwell
Partners, LLC is posliive, and only up 1o 50% of that pasitive EBITDA, As paymenis are made they will be charged to tha investment in Sleepwell
@ Partners, LLC. No earm-oul amounts have been brought to account in the 2007 financial report as they can not be refiably measured.

©)
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|/>/\.{§VASTRA LTD ABN 47 094 446 803 and CONTROLLED ENTITIES

_—— NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007

[f:_] Note 26: Segment Reporting
t(:_;—...l Primary Reporting — Businuss Segments

Tha censolidated entity has the following business segments:
! O —  Clinical studies

— Research studies

— Medical aquipmeni sales

Medical Corporate
Clinlcal studles equipmaent averhead / Consolidated

studias selas Unallocated
| G Year anded 30 June 2007 $000 $000 $000 $1000 $000

Resoarch

External salas 6,645 5,130 1,222 - 12,997

(@ Cther ravenue - - - 349 349
Total revenue 5,645 5,130 1,222 349 13,246

 — Segment resuh (before tinance costs) 848 1,139 202 {4.233) {2,044)
)3 Finance costs (456) (456)

 — Protit before incoma tax {2,500)
Income tax expense 465

Prohit atter income tax (2,035}

pon—— oy

Segmant assets 4,532 3,124 1,242 . 8,898

£~ 0 Unallocatad assets 37,799 37,798
( D Tolal assets 46,697
Segment liabilitios 1,654 160 469 - 2,313

‘ { Unallocated kabilitios 24,399 24,399
"=~} Total iabikties 26,712
( O Acquisitions ol non-current segment assets 83 34 - 2,423 2,550
Depracialion and amortisation of segment assets a1 o 25 36 233

Qther non-cash segment oxpenses - . - - .

( Secondary Reporting — Geographical Segments
The consolidated entity’s business segments are located in the United Stales and corporale operations are located in Australia.

Sagment Rovenues from Carrying Amount Acquisitions ot
] \ External Customers of Segment Assets Naon-current Segmem Assets
[
i 1
> 2007 2006 2007 2006 2007 2006
m §'000 $'000 $'000 $000 $'000 $'000
Geographical location:
[Q Ugitad States 12,997 - 41,324 - 29,420 -
Austraia 24 325 5,373 3,945 3 13
13,021 325 46,697 3.945 20,423 13
Q.

Accounting Policies
Sepment revenues and expenses are those directly attributable to the segmenis and include any Joint revenue and expenses where a reasonable basis of
(O allocation exists. Segment assets include all assets used by a segment and consist principally of cash, receivables, inveniories, intangibles and property,
plant and equipment, net of allowanges and accumulated depreciation and amortisation. While most such assets can be directly attributed to individual
sogmenis, the ¢arrying amount of certain assets used jointly by two or more segments is allocated lo the segmants on a reasonable basig, Sagmany
ﬂ liabilities consist principally of payables, employee banafils, accrued expenses, provisions and borrowings. Segment assats and liabilities do not inchude

delarred income 1axes.
I

Intersegment Transfers
Segment revenues, expenses and results include transfers between sagmants. The prices charged on intersegment transactions are the same as those
charged for similar goods to parties outside of the consolidated entity at an arms length, These transfers ara eliminated on consolidation,
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AVASTRA LTD ABN 47 094 446 803 and CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007

Note 27: Cash Flow Information
Note Consolidated Entlty Parent Entity
2007 2006 2007 2006

a. Reconciliation of Cash Flow from QOparations with Proflt after income Tax

Profit atter income tax {2,035) {3,000) (2,803) (3.000)

=X

——/—/
IE $000 $°000 $'000 $°000
@

Non-cash flows in prodit

Amonisation - 100 - 100
Foy Deprociation 233 74 1 74
{ G Nal koss/(gain) on disposal of property, plant and equipmant 22 23 12 28

Shara options expensed 176 - 176 -

Share based paymenis 1,951 . 1,831 -
‘@ Impairmen write down - 734 - T34

Changes in assets and liabilitias, net ¢f the eflects of purchase and dispasal of
subsidiaries
I {Increase}/decreasa in trade and term receivables 1,387 (93} - (93)
{Increase)/decrease in other raceivablas 653 - 56 -
{Increasal/decrease in propayments {317} - 51 -
{Incroase)/decroase in inventories {151} - - -
e Increase/{decrease) in trade payables and accruals 792 100 68 100
{Increase)/decrease in other payablas (962} - (52) -
‘ D {Increase)/decreasa in income axes payable 254 - - -
Increase/{decrease) in deferred taxes N2y - (430) -
Increaser{decraasa) in provisions 98 - 3) -
{ E increase/{decrease) in tosaign currency translation resorve (829) - - -
LY ]
L — Cash tlow {rom operations 560 {2,057) {1,053} {2,057)
{O b. Acquisition of Entities
The cash payments mada for tha acquisition of businesses during the year are explained as lolows:
@@ Total consideration for acquired businesses 13 26,986 - - -
Costs of aequisitions 2,691 . - -
( l Less: cash In acquired businesses (2,138) - - -
(i Lese: doferred consideration payable - current (5.272) - - -
Less: dafarred considaralion payablo - non-current (10,575} - - -
(G Lass: considaration salisfied by the Issua of shares {2,760) - - -
Cash flow on acquisition net ol cash acquired 8,932 . - -
( Q Costs of acquisitions not yel completed 88 - - -
s Payments lor acquisition ol businesses 9,020 - - -
gL .- - & Non-cash Financing and Investing Actlvities
gty Share issues
(O 5,000,000 ordinary shares were Issued at $0.20 as part of the considaration for 1ha purchase ol Pacilic Sleep Medicine Services, Inc. based on
T tha assumed share price on the day Ihe acquisition was completad,
) 810,000 ordinary shares were issued at $0.54 as part of the consideration for the purchase of Sieepwall Partners, LLC. based on the last share
: price quoted on the day the acquisition was completed.

150,000 ardinary shares were issued at $0.58 as part of the considaration for the purchase of PDX Sleep Sohutions, LLC. based on the last
share price quoted on tha day the acquisition was comploted.

720,000 ordinary shares wore issued at $0.70 as part of the consideration tor tha purchase of California Skeep Soldtions, LLC. based on the last
share price quoted on the day the acquisition was complated,

1,150,000 ordinary shares were lssuad with a fair value of $685,000 as parl of the conslderation lor the purchase of the somniSieep Group
based on the share price when the shares were issued.

Avastra Lid UL e
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T TT 7T AVASTRA LTD ABN 47 094 446 803 and CONTROLLED ENTITIES
NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007

Note 27: Cash Flow Information (continued)

Consolidated Entity Parent Entity

AR

%

{ O 2007 2006 2007 2006

$'000 $000 $000 $°000
d. Credit Standby Arréngemants with Banks

Line of Credit facilty (US$500,000) 589 . - -

@ Ameunt utilised {US$357,000} 421 - - -

168 - - -

Interesi rates are variable and sul:liecl to adjustment.
Note 28: Shara-based Paymonts
The lollowing share-based payment arrangements existed at 30 June 2007:
; On 7 December 2006, 500,000 ordinary shares were issued to [+ Mitchell M Rosenberg in accordance with the terms of Dr Rosenberg's consulting
~ .= agreement, as consideration, in lieu of cash, for the consulting services provided and to be provided by Dr Rosenberg Lo the company and s

subsidiarios, The shares are held in voluntary escrow until the end of each calendar month when ong twelith of the shares are released as services are
performed. The deamed issue price for the shares was $0.24 and $120,000 has been recognised as an expense for consuling services.

|

between the company and Orbit Capital Pty Ltd, as consideration, in lieu af cash, for the consulling services provided and to be provided by Orbit Capital
Pty Ltd and for the purpoese of providing incentive for superlor partormance In the sesvices provided by Crbil Capital Pty Ltd. The shares are held in
‘/C—J volumary escrow until the end of each calendar month when one twelith of the shares are released as services are performed. The deemed issue price lor

D On 2 February 2007, 500,000 ordinary shares were issued 1o Orbit Capital Py Ltd in accordance with the terms of a Placement Mandate Agreamant

the shares was $0.58 and $290,000 has boen recognised as an expensa for consulting services.

On 16 March 2007, 2,000,000 ordinary shares wera issued to Stanmare Capilal Pariners, LLC as cansideration for past servicas rendered including the

{ O creation and implementation of a new business strategy, the dovelopmeni of the business plan and assisting in the day to day managomont ¢f the group.
The deemed issue price for the shares was $0.61 and $1,220,000 has been recognised as an expense for consuking services.

l\:@ On 11 Septamber 2008, 2,450,000 share options were granted to directors 1o accept ordinary shares with no exercise price, as consideration for past

{ work parformed In the absence of a permanant managing director. The oplions ware exercisable within one month of issue, hekd no voling or dividend

;.L_‘

[

rights and ware not transiarabla. Afl options have been exercised and, based on a deemed fair value of $0.20 per oplion, $480,000 has baen recognised
as an expense for Diractors fees.

o~
( G On 16 March 2007, shareholders approved the estabishmont of the Avasira Lid Employee Option Plan, Al employees of the group, and any olher person
determined by the Board, are entitled to participate in the plan. The terms and conditions of options offered or granted under the plan aro determined by
the Board and includa the number of optians, the exercise price, option term, exercise conditions, vesting conditions, forfaiture condllions and any rights
& attaching to shares In respect of which the oplions are ex¢rcisable,

On 27 March 2007, 950,000 share options were granted to consultants and a director to accepl ordinary shares with no exercise price. The oplions are
( exercisable after 12 to 24 months subjec to vesting eonditions of the group achieving quarterly revenue targets. The options expire on tha aarkier of 2
> years from vesting o 5 yoars from issue. The oplions hold no voling or dividend rights. Al balance date none ol these share aplions have been axarcised,

(O On 2 April 2007, 80,000 share optlons were granted to fermar employees under the Avasira Ltd Employee Option Plan to take up ordinary shares at an
exercise price of $0.20 sach. The options can be exaercised any time bajore 23 March 2014, hold no vating or dividend rights and ara not ransferable
[‘| - without prior consant of the Board. At balance date none of these shara options have bean exarcised.

—1  On 25 May 2007, 504,000 share oplions were granted 1o an employae under the Avastra Lid Employea Option Plan to take up ordinary shares al exercise
prices of $0.35, $0.70 and $1.05. The options are exescisable after 12 10 36 months subject 10 vesting conditions of the group achiaving quaniery
earnings per sharas targels. The options expire on the eariier of 2 years from vesting or 5 years from issug, They hold no veling or dividend rights and
are not transtarabla without prior consent of the Board.

| e

38, .. 2007 Annual Repert




Notes to the Financial Statements

e i e  ————— s e e -

N

I AVASTRA LTD ABN 47 094 445 803 and CONTROLLED ENTITIES
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Note 28: Share-basad Payments {continued)

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007

All options granted to key management parsonnel confer a right to be issued one ordinary share in Avastra Ltd for every oplion held,

Consolidated Group
{ O 2007 2006
N Waighted Woighted
Number ot Average Exorcise  Number of Average
Qptions Options Exorcise
Outstanding at the beginning of the year 3,968,506 $1.133 1,833,906 $2.105
‘ G Granted 3,980,000 $0.092 2,155,000 $0.330
Exergised {2,475,000) $0.002 - -
Expired {1,513,506) $2.300 (400} $150.000
@ Outstanding at year-end 3,980,000 $0.352 3,988,506 $1.133
Exercisablo at yoar-ond 2,530,000 $0.415 3,988,506 $1.133

date.

There ware 2,475,000 oplions exercised during the year ended 30 June 2007, These oplions had a weighted average share price of $0.002 81 exgreise

Tha options cutstanding at 30 June 2007 had a welghted average exercise price of ${4.352 and a weighted average remaining contractual Ke of 2,6

[ZZ7"73  years. Exorcise prices range from $0.00 to $1.05.
'{ (@\ The weightad avarage lair vakse of the options granied during the year was $0.31.
N\ _— _ .
- This tair valug was calculated by using a binomial option pricing model applying the loowing inputs:
[
W Weighted average exercise price $0.09
] Weighted average life of the option 3 years
— Underlying share price $0.37
[ Q Expected share price volatility 37.50%
Expacted dividend rate 0.00%
Risk Iree Intergst rato 6.00%

eventuate,

transactions.

E} \\)é' Note 29: Evants Atter the Balance Shee{ Date

Historical volatility has bean the basis for determining expacted share price volatility as it is assumed that this is indicative of future tender, which may not

The kfe of the options is based on the historical exarcise patterns, which may not eventuate in the future.

Included under employee benefits expanse in the incoma stataman is $666,000 (2006 nil}, and refates, in full, to equity-settied share-based paymeni

a. ©On 27 July 2007, the Group acquired 100% of the Issued capital of Complate Sleep Analysis, LLC, a sleep cantre business in Arizona, United States,
( for a purchase consideration of $173,300 satistied by the issue ol 60,000 ordinary shares at an issue price of $0.595 each and the payment of

been brought to account in the 2007 financial raport.

US$122,000. The issue price was based on tho market price on date of purchase. Further cash payments of up to US$100,00¢ may be made over 3
years after completion dependari on Complete Sleep Analysis, LLC achieving castain earnings targets. The financial effect of this transaction has not

b. The financial report was authorised for issue by the board of directors an 27 Septembaer 2007,

Avastra Ltd
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007

Note 30: Related Party Transactions

Transactions between related parties are on normal commercial terms and condilions no more favourable than those available to other panies unkss

otherwisa stated.

Transactions with related parties:
& Subsidlary Companies

At balance date an intercompany recelvable batance existed between Avastra Ltd and its wholly owned subsldiary, AvastraUSA, Inc. The balance
represents the provision of working capital In order to operate and acquire sleep centra businesses. The intercompany recetvable balance at any point In

time is interest bearing and repayable on demand, At 30 June 2007 the amount owed to the company by its subsidiary was $14,891,000,

b. Other Related Partios

In Septembar 2006 Avasira Ltd enterad In to a 3 year agreamant with US-based
corporale advisors, Stanmorg Capita) Partners, LLC, to act as advisors in conngction
with growih strategies, fund raising, acquisiticns and operational matters. Under this
agreement the advisors’ compensation consists of a monthly retainer and success
toes,

During the year Stanmore Capital Partners, LLC, Inchuding its principals, employeas,
subcontraciors and advisors, received a total of $2,042,000 In cash remunaration for
activities relating to acquisitions o the valua ol $27 milicn, fundraising of $15 milion,
securing sleep medicine service contracts and marke! advice to the board of
diractors, $738,000 remains payable at year and. Further, shares to the value of
$1,220,000 were Issued as consideration for work performad prior ta the change in
diraction of the company incliding the creation and Implementation of the new
business strategy. Former directors Mr Michael Dalsin and Mr Roger Greene are the
principals of Stanmore Capital Partners, LLC, and ramain relaled panies for 6 months
atter their resignation as direciors of the company. Services wore provided on normal
commercial ierms,

¢. Koy Management Personnel

Cansolidated Group

2007 2006

$'000 $000
4,000

398

Parent Entity
2007 2006
$'000 $000
4,000 398

Informaticn regarding individual directors and senior oxecutives compensalion is provided in the Remuneration Repon section of the Cirectars’ Repon
and Note 7. Apar from the dotails disclosed in this note, no director has entered into a material contract with the Company or the consolidated group
since the end of the previous financial year and thare were no material contracts involving directors' interasts existing at year-end.

(‘Q} Note 31: Financial instrumonts
A
—

Financlal Risk Manageman

The group's exposure to market risk for changes in interest rates relates primarily to the group’s cash and deposits but also to the group's debt. Al 30
June 2007 100% of group debt Is lixed, For further detalls on interest rate risk refor 1o Nole 31(B){(i).

Forelgn currency risk

The group is exposed to fluctuations in loraign currencies arising from the sale and purchase of goods and sarvices in currencies other than the

group's measurement Currency.

Liguidity risk

The group manages liquidily risk by monitoring forecast cash flows and ensuring that adequate unutiised borrowing facilities are maintained.

Credit risk

Tha maximum exposure to credit risk, excluding 1he value ot any collateral or other sacurity, at batance date ‘o recognised linanctal assets, is the
carrying amount, net of any provisions for impairment of those assets, as disclosed in the balance sheet and notes to the financial statements.

Tha consolidated group does not have any material ¢redit risk exposure to any single receivable or group of receivables under financial instruments

entared Into by the consolidated entity,

40.
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r\\AVASTRA LTD ABN 47 094 446 803 and CONTROLLED ENTTIES
ﬂOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007
— HNoie 31: Financlal instruments (continued)
= b. Financial instruments
'L i Intorest Aate Risk
The group's exposura 10 interes) rate risk, which Is the risk that a financlal instrument's value will fluctuate as a result of changas In market
interest rates and the efiectiva weighted average interest rates on classes ol financial assets and financial kabifties, is a3 follows:
¥
O Fixed Interesi Rate Maturing
Welghted
Average
Effective Flaating Within11o§ Not-inisrast
! G Interest Rate Interest Rate  Within 1 Yoar Yoars Over 5 Years Bearing Total
Year ended 20 June 2007 $000's $000's $000°s $000's $000° $000's
Financial Assals:
i Cash and cash squivelents .50% 5,838 - - - 2225 8,063
Receivables - - - - - 6,759 6,759
Total Financial Assaly 5,838 - - : 8,584 14,822
) ; Financial Liabikties:
Bank joans and overdraits B.25% - 421 - . - 421
Trade and sundry payables - - - - - 2044 2,044
Lease Eabilties and equipment
(Se—— A . 77 847 . 2 1666
— 1 Delerred considoration payable to
| ["‘1 \-\\\ vendors of acquired businesses . - - R . 15,853 15,863
) \ ; Total Financial Liztibties - 1,138 947 - 17,908 19,994
lf—_ Year ended 30 June 2006
Financial Assets:
Cash and cash equivalents 5.30% 3,550 - - . 186 3,746
Receivables . - - - - 89 B89
l Total Financlal Assms 3.550 - - - 283 3,835
Financial Liabikues:
Trade and sundry payables - - - - - 168 168
l Total Financial Liabilties - . - - 168 168

Nat Fair Values
The not fair valuos of:

t’l

— Al other assets and other liabikities approximata thair carrying vahe.

W

No financial assets and Enancial Nabilties aze readily traded on organised markets in standardised form.

Aggregala net fair values and carrying amounts of Enancial assels and financial kzbilities al balance dale:

S

@

Financial Assels
Cash and cash squivalents
Receivables

Financla! Liablllties

Bank leang and overdrafts

Trade and sundry payables

Loase kabilities and equipmant loans

Deterred consideration payable to vendors of acquirod businosses

Fair valugs are materialty in kne with carrying vates, Discount raios betwesn 6.43% and 6.97% have bean applied 10 delermed consideration payable 1o

determina fair vake.

— Daterrad consideration payabla to vondors of cquired businesses is datermined by discounting the cash tlows, al ihe relevant throe year
US government bond rate piuts a margin of 2.00% al tha time of acquiring ihe businesaes, (o their present vale,

2007 2006
Carrying Nel Falr Carrying
Amount Value Amoun MOt TaL value
3000's 3000's $000°s.

8,083 8,063 3,745 3,746
6,759 6,759 89 89
14,622 14,822 3,835 3,835

421 421 - -
2,044 2,044 168 168

1,666 1,666 - .

17,559 15,863 - -
21,690 19.994 168 168

Avastra Ltd




Directors’ Declaration e

| —

AVASTRA LTD ABN 47 094 446 503 and CONTROLLED ENTITIES
DIRECTORS' DECLARATION
FOR THE YEAR ENDED 30 JUNE 2007

The directors of the company dectare that:
{a) The financial statements and notes set cut on pages 14 to 41are in accordance with the Corporations Act 2001 and;
() comply with Accounting Standards and the Cerporations Regulations 2001; and

{ii} give & true and fair view of the financial posticn as at 30 June 2007 and the performance for the year ended on that date of the
company and the consolidatad group;

{b} The Chiaf Financial Officer has declared that:

{i} the financial racords of the company far the financial yaar have baen proparty maintained in accordance with section 2856 of the
Corporations Act 2001,

(i) the financial statements and notes for the financial year comply with the Accounting Standards; and

fiiiy the Ninancial statements and notes for the financial year give & true and fair view,

{c) in the directors’ opinion, there are reasonable grounds to believe that the company will be able to pay its debts as end when they
becoma due and payable.

This declaration is made in accordance with a resolution of tha board of diractors.

wwx

Dr Mitchell Rosanberg

Executive Chairman

Brisbana, 27 September 2007
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i William Buck

Businsas Advisors
’:. Chartored Accountanls

INDEPENDENT AUDITOR'S REPORT

( O To the mambars of Avastra Ltd

Report on the Financial Report

. Woe have sudited the accompanying financial report of Avastra Ltd (the company), which comprises the balance sheets as at 30 June 2007, and
the income statements, statement of changes in equity and cash flow statement for the year ended on that date, a summary of significant
accounting policies and other explanatary notes and tha directors' declaration of tha consolidated entity comprising the compeny and the entities

G controlled at the year's end ar from time ko time during the financial year.

As parmitted by the Corporations Regulation 2001, the company has disciosed information about the remuneration of diractors and executives
Ef\ ("ram., K losures”), as required by Australian Accounting Standard AASE 124 Related Party Disclesures, under the heading
(\/ ) Remuneration Report on pagea 8-11 of the Directors' Report and nat in the financial report. We have audited the ramuneration disclosures on

pages 8-11 of the Directors’ Report.

{ Directors’ Responsibliity for the Financial Report and the AASB 124 R tion Disch Contained in tha Directors’ Report
The directers of the company are respansible for the preparation and fair presentation of the financial report in accardance with Austmban
Aocounung Standards ﬁndudlng the Australian Accounting Interpretations) and theCorporations Act 2001, This responsibility includes designing,

i iting and maintaining intenal control rek t to the preparation and fair pr ton of th fi ial reparn that is free from material
misstatement, whether due to fraud or emor; selecting and applying appropriata accounting policies; and making accounting estimates that are
reasonable in the circumstances.

ﬂ

e,

In Nots 1, the directars also state, in accordance with Austratian Accounting Standerd AASB 101 Presentation of Financial Statements, that
cempliance with the Australian equivalents ta International Financlsl Reporting Standards ensures that the financial report, comprising the
financial statements and notes, complies with International Financial Raporting Standards.

—

The directors of tha company are responsibla for tha remunenation disclosures contnined in the Directors’ Report.

Auditor's Responsibility

Our responaibility is to express an opinion on the financial report based an cur audit We conducted our audit in accordance with Australian
Auditing Standards. These Auditing Standards require that wa comply with relevant ethical requirements relating to audit engagaments and plan
and perform the audit to obtain reasonable assurance whether the financial report is free from material misstatement. Our respensibility is to also
&xpress on opinion on the remuneretion disclosures contained in the Directory” Report based on our audit,

An audtt involves performing procedures 1o obtain audit evidence about the amounts and dllcbwre. in the finencial report. The procedures
selected depend on the auditors judpement, inchuding the astesament of the risks of it of the fi ial report, whether due t
fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s prep n and fair p i of
the financial report in order to design audd procedures thet are appropriate in the circumstances, but not for the purpese of expressing an opinion
on the effectivaness of the entity's internal control, An audit also includes evoluating the appropri of accounting policies used and the
reasonableness of accounting estmates mada by the directors, as well as evalating the overall p ion of the fi ial report and the
remunaemtion disclosures contained in the Directors’ Repont,

S0Ne

. — P

——

Wa believae that the audit evidence we have cbtainad is sufficient and appropriate to provide a basis for cur audit opinion.

indepandence
In conducting our audit, we have complied with the independence requirements of thaCorporations Act 2004 . Wae confirm that the independence
declaration required by the Corporations Act 2001, was provided 1o tha directors of Avastra Ltd on the same date as the auditor's report.

ol 0E

T e
|

L

Lewed 10, Wil Buck eniire, 129 Euiward Strect, BrikDaow QLD 4006 = GO Box 738, Biisbane CLE 4!
T 7 3203 3555 i 2) 2210 8143 § imoChw I iiuCkuil C0M utl W imaie wREtck. S0, us
ARSI Ph &, ik s o I o, e Ty i e Apt o W I3 Lo Quener B, Aetdar, VIl ard Coves » et i 465 rasnamerel

[ alboue  T7OMT | ORUDInd | MOtk peiR | cakme M

sirstegle sitvice  Innovatlve solutions  service excellenca

@ Avastra Ltd 7T 43,




Independent Audit Report

— William Buck

AUDITOR'S OPINION Businsss Advisors
‘ Chartered Accounlanis
N in our apinion:

(a) the financial report of Avastra Lid is in accordance with the Corporations Act 20¢1, including:

! O (i} giving o true and falr view of company and consolidated entity's financial position as at 30 June 2007 and their parformance for the year
N ended on that date; and

(i} complying with Australian Accounting Standards {including the Australian Acgeunting [nterpretations) and the Corporaticns Regulatians.
2001,

‘ G (b} the financial report alsa complias with Intarnational Financial Reporting Standards as disclosed in Nota 1.
In our opinion, the remuneration disclosures on pages 8-11 of the Directors’ Reperl comply with Austraban Accounting Standard AASB 124

l@ Relatod Party Discloaures,

Signed at Brisbane, 27 Septambear 2007

— Ao buck - A

(:3 D WILLIAM BUCK DWW LANGDCN
Charterad Accountants Pertnar

i
Level 18, WAlam Buck Cenin, 120 Edwan) Sureel, Brigtane LD ADGO = GPO Bios 738, Brotarw QLD 4001
T8 3223 3553 F (B! 7) 3210 5147 E infeSwiambuchgle.com 2z W wwrw. wiizmbuck cont.au
¥ fock m e ammociaten of derandant Aaee. sach g Lrvie e reee o Walen Duc, in Mntoarne: Doy el m, Aot P anct Sarm » %5t o ALK nseuchna!
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Corporate Governance Statement L

~
.Efvastjra Ltd is committed to protecting and enhancing shareholder value and adopting best practice governance policies
~~__and practices. This Corporate Governance Statement outlines the main Corporate Governance practices that were in
/____place throughout the financial year, which comply with the Australian Stock Exchange {"ASX’) Carporate Governance
:XCCouncil recommendations. Where a recommendation has not been followed, this is stated along with an explanation for
——tha departure.

O

Principle 1: Lay solid foundations for management and oversight

‘G Trﬁe Board has adopted a formal Board Charter that details the functions and responsibilities of the Board and
N__distinguishes such functions and responsibilities from those that have been delegated to management. As outlined in the
‘? ’BQard Charter the Board is responsible for the overall operation and stewardship of the company and, in particular:

=/ / approving and monitoring the corporate strategy and financial plans and objectives of the company;
T

- })determining changes to share capital and approving acquisitions of businesses, major capital expenditure and cther
—— corporate transactions

T approving the appointment and removal of Chairperson, Chief Executive Officer, Chief Operating Officer and Company

Secretary;
( D eviewing the performance of the Board, the Board Committees and each individual director against the relevant
Charters and pclicies of the company

S:C-__- reporting to shareholders and the investment community on the performance and state of the company.
reviewing the effectiveness of the company's corporate governance policies and progedures

(\Cﬁ}copy of the Board Charter is available in the Investors section of the company's website at www.avastra.com

@f@inciple 2: Structure the Board to Add Value

SLL_«Th_e composition of the Board has been determined on the basis of providing the company with a broad range of skills,
expertise and experience from a diverse range of backgrounds. Details of each directors’ experience are set out in the
(@Qrectors' Report.

Nebed

T;\h\e Board is comprised of a majority of Independent Non-executive Diractors. The ASX guidelines recommend that a

S( Iis‘tggE company should have a majority of directors who are independent. The Board complies with the ASX Corporate
overnance Principle 2.1

The reles of Chairman, Executive Director and Chief Operating Officer are exercised by different individuals, providing for
L—l8ar division of responsibility at the head of the company.

(/_\\(D'lie Remuneration and Nomination Committee is responsible for reviewing Board succession plans on a regular basis to
~~ZMmaintain an appropriate balance of skills, experience and expertise on the Board

-

; L H The members of the Remuneration and Nomination Committee are:

Gnsatiuigts N .
*"Dr Mitchell Rosenberg (Chairmany

* DOr George Steinfels

Avastra Ltd! - =7 45,
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Corporate Governance Statement
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Principle 3: Promote ethical and responstble decision-making

t
I}B‘de of Conduct
o

~—The company has adopted a Code of Conduct that applies to the company and its employees. The purpose of the Code
of Conduct is to:

~—e articulate the highest standards of honest, ethical and law-abiding behaviour that the company expects of its directors,
@) officers and employees.

¢ encourage the observance of those standards so as to protect and pramote the interests of sharsholders and other

stakeholders;
(@ guide employees as to the practices thought necessary to maintain confidence in the company's integrity; and
(m set out the responsibilities and accountabilities of employees to report and investigate reports of unethicat practices.

\J'Fhe Code of Conduct may be viswed on the company's website at www.avastra.com

—sShare Trading Policy

The Company has implemented a Securities Trading Policy that sets out the circumstances in which directors, senior
—”’“—————%écutives and employees may deal in company securities. The policy is specifically designed to raise awareness and
+potential for breach of the prohibitions on insider trading contained in the Corporations Act. The Securities Trading Policy

N \s;\)emfles trading windows for any director or employee as during the 6 weeks period commencing 1 day after the:

\
("_—-3 date of the company's AGM;
C—e¢Jrelease by the company of its half yearly results announcement to ASX;
(@ release by the company of its yearly results announcement to ASX; or
. release of a disclosure docurment offering equity securities in the company,
E/I';’,iEIOVIDED that the person is NOT in possession of any inside information relating to those securities.

E&]he Board may authorise the opening of trading windows at other times. Key management personnel of the cornpany are
/'lrec\quired to notify the Company Secretary of any proposed trading,

d

~= Pr}'inciple 4: Safeguard Integrity in financial reporting

(Gje_Board has established an Audit and Risk Committee that is responsible for advising the Board on internal controls
_’ aﬁ‘d”éppropriate standards for the financial management of the company and it subsidiaries, This includes internal

controls to deal with both the effectiveness and efficiency of significant business processes, including the safeguarding of
EL assets, the maintenance of proper accounting records, and tha reliability of financial information.

(C’Fhe Cormmittee works on behalf of the Board with the external auditor and reviews non-audit services provided by the

eﬂemal auditor to confirm that they are consistent with maintaining external audit independence.

The Committee provides advice to the Board on the status of business risks to the Group and ensures that risks are
identified, assessed and properly managed through its risk management processes.

The Audit and Risk Management Committee is wholly comprised of independent non-executive directors and meets at
least two times per year. The members of the Committee during the year were:

= Mr Geoff Garside (Chairman}
+ Mr Troy Shadian

46. 2007 Afnual Report
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Corporate Governance Statement
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Principle 5: Making timely and balanced disclosure

%[he‘company is committed to complying with its continuous disclosure obligations under the Corporations Act and the
&Aﬁapalian Stock Exchange {(ASX] Listing Rules. The policy is designed to provide shareholders and the market with timely,

T —direct and equal access to information issued by the company; and promote investor confidence in the integrity of the
(’_Eampany and its securities.

—THe Company will immediately notify the ASX of any information concerning it that a reasonable person would expect to

‘Ch?ve a material effect on the price or value of the Company's securities, unless exempted by the Listing Rules.
( /

e Board is actively and regularly involved in discussing disclosure obligations in respect of all major matters that come
before it. The Company Secretary is responsible for the overall administration of this Policy.

\ P,f)'!icy is available in the Corporate Governance section of the Company's website.

(@f@rinciple 6: Respect the Rights of Shareholders

‘-—-—me'] company has a positive strategy to communicate with shareholders and activaly promote shareholder involvernent in
r—the company. It aims to continue to improve and increase the information available to shareholders on its website,

™~
(G All}announcements made to the ASX may be accessed through the company's website. Also, the Continuous Disclosure

The company has a practice that all information to be given by the company at analysts brisfings is first released to the
— - ASX to ensure that the market operates on an equal and fully informed basis.

1
( g\‘spgareholders are encouraged to attend general meetings of the company. The Company provides Shareholders with

details of any proposed meetings well in advance of the relevant dates.

1
The Company's external auditor attends the Annual General Meeting of the Company and is available to answer

= —sHareholder questions about the conduct of the audit and the content and preparation of the Auditors Report. This allows
/—shareholders to question the auditor and reinforces the auditor's accountability to shareholders.

~~Principle 7: Recognise and manage risk

I

‘The management of risk is an important objective of the company. Primary responsibility for risk management rasts with
th_? group's executive managers while the Board, through its Audit and Risk Committee, retains ultimate oversight of the
responsibility for ensuring that risk management is actively engaged throughout the company's operations.

(@,_The Board updated the Audit and Risk Committee Charter in March 2007 setting out the Audit and Risk Commities's role
—and responsibilities, composition, structure and merbership requirements.

L\C}he_Audit and Risk Committee has been established to assist the Board in fulfilling its corporate governance and
oversight responsibilities in relation to the company's financial reports and financial reporting process, internal control
structure, risk management systems (financial and non-financial) and the internal and external audit process.

E"/_—__S_Eg\.feral meetings were held with the company's external auditor to review audit plans relating to financial reporting.
( A comprehensive review of the US operations was conducted in June 2007 to reinforce understanding of the business,
S—its/structure and the operating risks as the company continues to grow.

This review examined the effectiveness of the compliance function and made several recommendations for improvement.
——The Committee met three times during the reporting period.
The members of the Audit and Risk Committee are:

* Mr Geoff Garside (Chairman)
* Mr Troy Shadian

Avastra Ltd U
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~Principle 9: Remunerate fairly and responsibly

l/’l@company has provided disclosure in the Directors’ Report (Remuneration report) in relation to remuneration of
L directors and senior executive officers.

(( The Board has established a remuneration committee comprising two directors. Members of the remuneration committee
b
_—at-the time of preparation of the Annual Report were:

. E;)r Mitchell Rosenberg (Chairman)
“=%Dr George Steinfels

The profiles of each of the directors are set out in the Directors' Report including details of committee meetings and
Q |attendar|ce during the year. Equity based remuneration to key executives and consultants was made in accordance with
thresholds set out in plans epproved by shareholders.

@inciple 10: Recognise the Legitimate Interests of Stakeholders

‘:T_E'P company recognises it has a number of obligations to all stakeholders including employees, customers, suppliers and
—the wider community.

The company has established a Code of Conduct requiring directors and employees to maintain the highest standards of
———cotporate and individual behaviour.

g\[n accordance with the Code of Conduct the Company aims to provide a work environment that allows employees to
excel regardless of age, disability, gender, race, marital status or religion,

—

——
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Shareholders Information

M

C>~-This information is extracted from the share registry records as at 28 September 2007:

~a. Distribution Schedule

st

 m—

——Range Total Holders Units % Issued Capital
{1 v.000 25 17,219 0.02
~—1001 - 5,000 165 553,305 0.54
‘\C_'\S/ 01 - 10,000 157 1,327,427 1.30
10,001 - 100,000 444 17,399,732 17.09
1 \0‘0,001 - 9,999,909,999 133 82,527,920 81.05

Q_’g‘ﬁal 924 101,825,603 100.00

(@ Twenty Largest Shareholders

Ij&lme Units % Issued Capital

'"”“1’./ National Nominees Ltd 12,291,612 12.07

2 Citicorp Nominees Pty |td

~—) <CFS Developing Comparnies A/C> 6,948,269 6.82

( g\fsj Mr Paul Ralph 4,409,310 4.33
4~ New Millennium Fund Pty Ltd 4,143,422 4.07

(5~ Or Yury Fumman 2,408,186 2.37

I—=263 Queenstand Investment Corporation 2,380,165 2.34

( C?-) J P Morgan Nominees Australia Ltd 2,002,746 1.97

\—8/ Stanmore Capital Partners LLC 2,000,000 1.96

( 9.1 Dr Milton Erman 1,960,265 1.3
10. ANZ Nominees Ltd

proeey <Cash Income A/C> 1,851,469 1.92

114, Orbit Capital Pty Ltd 1,980,000 1.92

((ﬂj‘é Thomas Wiedet and Kathryn Wiedel 1,444,913 1,42

{3, UBS Wealth Management 1,164,285 1.14

Australia Nominees Pty Ltd

—T1a-Steven Hul 1,150,000 1.13

(LlS. RBC Dexia Investor Services Australia

=73 Nominees Pty Ltd <BKCust A/C> 1,135,000 1.1

("C"Tsi Australian Executor Trustees Ltd 1,100,000 1.08

=17 David Oakley 1,100,000 1.08
18. Sirmon Mitchell and Ernestine Lavalle

LI _ <Mitchell Lavalle A/C> 1,084,134 1.06

19. Dr Stuart Menn 1,002,408 0.98
20. Mr Michael Dalsin <No 1 Account> 1,000,000 0.98
Total 52,626,184 51.68
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Shareholders Information

=

——ca Substantial Shareholders

g This information is extracted from the notices of substantial shareholders

~—Name

Nudlard

[—-Class

C

q Units % issued Capital
@Paradice Investment Management Pty Ltd 8,098,227 7.95
2. Commonwealth Bank of Australia 6,948,269 6.83
=l . .
' é\ Voting Rights
.
(E/ One vole per share held.
—&., Securities subject to voluntary escrow
N
Number Date escrow period ends
Fully paid ordinary shares 125,001 1-Jan-08
C——Fdlly paid ordinary shares 208,335 2-Feb-08
ly paid ordinary shares 1,150,000 4-May-08
ly paid ordinary shares 720,000 25-May-08
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Directors

Dr Mitchell Rasenberg
{Executive Chairman)

Mr Simon Mitchell
(Executive Director)

Mr Troy Shadian
(Non Executive Director)

Mr Geoff Garside
{Non Executive Director)

Dr. George Steinfels
(Non Executive Director)

Company Secretary
Mr Paul Jobbing

Registered Office
Leve! 7, 360 Queen Street,
Brisbane QLD 4000

Postal Address
GPO Box 744
Brishane QLD 4001

Principal Place of Business
AvastralSA, Inc.

17780 Fitch Street, Suite 240
Irvine CA 92614

United States of America

Auditors

William Buck

William Buck Centre
Level 16, 120 Edward St
Brisbane 4000

Lawyers

Clayton Utz

Level 28, Riparian Plaza
71 Eagle Street
Brisbane QLD 4000

Share Registry

Computershare Investor Services Pty Ltd

Level 3, 60 Carrington Street
Sydney NSW 2000
Telephone: +61 2 8234 5000

Stock Exchange Listing

Australian Stock Exchange (ASX)

Code: AVS

Website
www. avastra.com

Contact Information

Telephone: +61 7 3120 0633
Fax: +61 7 3120 0639
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